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Abstract 

The service sector contributes significantly to the Australian economy in terms of 

income, employment and business registrations. Businesses in the service sector provide 

more than three-quarters of the economy’s income1 and employ more than 87% of all 

Australian private sector employees. Further analysis suggests that small businesses make 

up a large part of the service sector. For example, small service sector businesses (SSSBs) 

account for $393 billion in income and employ 4,127,000 of the total service sector 

employment of 9,410,000. Considering the significance of SSSBs to the economy, it is 

important to investigate the factors that may influence their continued success. 

In Australia and throughout the world, research has highlighted that the tax 

compliance burden on small businesses can be explained by the extra time, the investment 

and the psychological costs. However, in terms of cash flow, research has suggested that 

Australian small business owners (SBOs) do not believe that taxation is particularly 

concerning.2 The findings emphasised that other business factors, including trading 

partners, competitive markets and cash flow management abilities were relevant to being 

able to pay the tax liability when it was due and payable. Although the previous wholesale 

sales tax (WST) did have some concerns for SBOs, more recent research into the goods 

and services tax (GST),3 also raised concerns about the ability to maintain a consistent 

cash flow as a result of complying with GST obligations.4  

SBOs have been found to have difficulty implementing systematic cash flow 

management practices in their business and in the operation of computer accounting 

software (CAS) further than the basic recording of creditor and debtor invoicing.5 The 

 
1 Note: Income for this research is reported as Gross Value Added (GVA) as opposed to GDP due to the 

focus of the research on the service industry. 
2 Ian Wallschutzky and Brian Gibson, ‘Small Business Cost of Tax Compliance’ (1993) 10(4) Australian 

Tax Forum, 511-543. 
3 The successor of the WST.  
4 Melissa Belle Isle, Brett Freudenberg and Richard Copp, ‘Cash Flow Benefit from GST: Is it Realised by 

Small Businesses in Australia?’ (2014) 29(3) Australian Tax Forum, 417-454. 
5 Melissa Belle Isle and Brett Freudenberg, ‘Calm Waters: GST and Cash Flow Stability for Small 

Businesses in Australia’ (2015) 13(2) eJournal of Tax Research, 492-532; Tshepiso Makara and Nthati 

Rametse, ‘Estimates of the Cash Flow and Managerial Benefits of Value Added Tax Compliance in 

Botswana’ (2017) 23(4) New Zealand Journal of Taxation Law and Policy, 422-463; Rametse, Nthati, 

Appadu Sathariah, Tshepiso Makara and Ken Devos. ‘Estimating Start-up Compliance Costs of the 

Malaysian Goods and Services Tax for Small- and Medium-sized Enterprises’ (2020) 26(6) New Zealand 

Journal of Taxation Law and Policy, 153-186. 
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research findings suggest that these limitations could create unfavourable consequences 

for small business survival,6 whereas recent research exploring taxation literacy of 

individuals found that participants involved in operating a small business have higher 

levels of tax knowledge than other participants.7 Broadly, comparison of these findings 

could suggest that although SBOs have higher levels of taxation literacy than individuals, 

their ability to use and understand CAS and to implement effective cash flow management 

strategies can cause negative consequences for business survival.  

Considering business success is heavily dependent on cash flow and taking the 

findings of the GST and tax literacy research into consideration, this research explores 

the impact of taxation and SBO literacy on cash flow. The tax systems explored in the 

research include the GST, fringe benefits tax (FBT), income tax, pay as you go (PAYG) 

withholding, and superannuation guarantee (SG).8 The scope of SBO literacy covered by 

this research includes two components of professional financial literacy: the ability to 

implement effective cash flow management practices and the use and understanding of 

financial statements, as well as the use and understanding of CAS, and the understanding 

of business taxation.  

This research adopts a mixed methods approach, combining three separate 

interrelated stages: a multiple case study and engagement of experts in the qualitative 

stage, and a large-scale survey for the quantitative stage. The qualitative findings were 

used as an informer for the creation of the large-scale survey instrument implemented in 

the quantitative phase. Overall, the research findings suggest that, regardless of the tax 

system, SBOs believe that taxation has minor consequences for small business cash flow. 

The research outcomes identified that some components of tax administration can create 

cash flow constraints including the requirement to comply with multiple tax systems, 

rather than being related to the obligation to pay the tax liability.  

 
6 Belle Isle and Brett Freudenberg (n 5); Stefanie De Bruyckere, Frederik Verplancke, Patricia Everaert, 

Gerrit Sarens and Carine Coppens, ‘The importance of mutual Understanding between External 

Accountants and Owner-Managers of SMEs’ (2018) Australian Accounting Review, 1-18; Abdel K. Halabi, 

Rowena Barrett and Robyn Dyt, ‘Understanding Financial Information used to Assess Small Firm 

Performance’ (2010) 7(2) Qualitative Research in Accounting & Management, 163-179, 166. 
7 Brett Freudenberg, Toni Chardon, Mark Brimble and Melissa Belle Isle, ‘Tax Literacy of Australian Small 

Businesses’ (2017) 18(2) Journal of Australian Tax, 21-61. 
8 For this research income tax refers to business income tax and includes PAYG instalments. PAYG 

withholding is examined independently of business income tax in order to understand the affect (if any) it 

has on SSSB cash flow. It is also acknowledged that superannuation guarantee is not a tax system. The 

reason for its inclusion in this research is explained in Chapter One (see page 32, footnote 210) .  



 

Cash flow of small service businesses in Australia: is there a relationship with owner tax literacy? iii

In contrast, the results obtained when exploring the influence of SBO literacy on 

cash flow stability suggest that SBOs may not have a level of literacy that supports the 

management of cash flow. Although SBOs were found to have a mean literacy of 67% 

for the understanding of financial statements and 55% for CAS, the mean literacy for 

business taxation was below average with a result of 42%. When the literacy scores (LSs) 

were combined to create an overall literacy score (LS), the consequence of low business 

taxation meant that the overall LS was 50%. This could suggest that SBOs have an 

average level of literacy when implementing cash flow management strategies to support 

ongoing business success. To measure if SBO literacy has an impact on the financial 

performance of businesses, the research incorporated resource-based theory (RBT), 

which suggests that business with superior internal resources, when compared to their 

competitors, will achieve a higher level of financial performance. In terms of RBT, SBO 

literacy would be considered as an internal resource. In order to measure the relationship 

between internal resources and financial performance, the overall LS was compared to 

net income and annual revenue. The findings suggest that SBOs with higher overall LS 

will realise a level of financial performance superior to that of their competitors, 

indicating that SBO levels of literacy can have an impact on cash flow stability.  

SBOs’ confidence in understanding financial statements, CAS and business 

taxation was also explored, along with their confidence in implementing effective cash 

flow management practices. SBOs agree that they are confident in determining business 

profit and performance, in understanding GST, and knowing the functions and set-up of 

CAS. They were also confident in recording an accurate account of their debtors, 

creditors, revenue and expenses. SBOs had lower confidence in their understanding of 

income tax, PAYG withholding and SG, and in their ability to implement adequate cash 

flow management systems to support their business. In terms of cash forecasting and FBT, 

SBOs were to some extent uncertain about their ability to carry out cash forecasting 

activities and in their understanding of FBT obligations. When confidence was compared 

to literacy, the findings confirm that understanding of taxation, implementation of 

effective cash flow management systems and determination of profit and performance 

appear to be related to SBO literacy.  

SBO perception was examined in relation to the usefulness of financial statements 

and CAS for cash flow management, along with the impact to cash flow of currently 

enacted and proposed tax administration concepts. SBOs affirm that all financial 



 

Cash flow of small service businesses in Australia: is there a relationship with owner tax literacy? iv

statements and CAS are useful for cash flow management. However, it should be 

acknowledged that the balance of the bank account and the preparation of a cash budget 

was more highly regarded as useful when compared to actual financial statements. For 

business taxation, SBOs believe that the multitude of tax payments complied within each 

tax year can have unfavourable consequences to cash flow, as can paying tax liabilities 

after the due date. When perception was compared to SBO literacy, the results 

predominantly confirm that SBOs perception appears to be unrelated to SBO literacy.  

This study has several important implications. First, results of this research can 

make an important contribution to the existing body of knowledge relating to taxation 

literacy, tax and accounting education, managerial benefits from tax compliance and the 

cash flow and tax relationship. In terms of methodology, the strategies of inquiry 

implemented, contribute to the mixed methods design of taxation research. One original 

contribution to knowledge from the research includes the calculation of LSs for the 

understanding of financial statements and CAS and for the understanding of business 

taxation by service SBOs. The identification of literacy requirements in order to be 

considered as having adequate literacy creates a foundation for an SBO literacy 

framework to be further developed in the future.  
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Glossary of Terms 

Business taxation 

literacy 

The ability to make informed judgements and to make effective 

decisions relating to the management of business tax systems that 

a business is legally obligated to comply. 

Cash flow Cash flow is the extent of cash or near cash assets available for 

use, along with any inflow or outflow of cash related to these 

assets. Cash flow is therefore any business activity that alters the 

balance of the cash accounts. 

Computer accounting 

software literacy 

The knowledge, ability and confidence to use the functions of a 

computer accounting system to generate financial reports 

compiled from previously recorded transactions. Examples would 

include the ability to use software to generate reports to gain a 

greater understanding of the financial strengths and weaknesses of 

a business. 

Effective cash flow 

management 

Liquidity includes the management of both cash and credit 

transactions (which ultimately includes debtors and creditors 

trading in cash or credit). Effective cash flow management in small 

businesses can be defined as the planning and controlling of cash 

flow by owner managers to meet the businesses’ day to day 

commitments. Activities that may assist with liquidity 

management include keeping financial accounts, maintaining a 

business plan and cash budget, keeping records of revenue, 

expenses, creditor and debtor invoicing and maintaining an 

inventory schedule. 

Financial statement 

literacy 

The ability to use and understand information contained in 

financial statements to measure profitability, perform ratio 

analysis and assist with providing both internal and external 

stakeholders with accurate past and present financial information 

to facilitate decision making. Activities of financial statement 

literacy may include reading and understanding Balance Sheets, 

Income Statements, Cash Flow Statements and preparing a Cash 

Budget. 

Liquidity Liquidity is the ability to consistently meet short-term cash 

commitments as measured by working capital, being current assets 

minus current liabilities. 

Managerial benefit The benefit arising in the form of better knowledge of financial 

affairs, improved decision making and control over the business. 

Such a benefit could arise due to the imposition of regular record-

keeping for taxation purposes 
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Professional financial 

literacy 

A level of skill and confidence which allows business owners to 

understand financial statements, manage cash flow, implement 

internal control mechanisms and maintain corporate governance 

Small business  Small business is one that has an annual turnover of $10 million or 

less and a full-time workforce of 20 or fewer employees. Small 

businesses are normally owned, managed and financed by a single 

or small number of individuals. Generally, this means that owners 

are responsible for decision making and the investment of working 

capital. 

Tax obligation An amount legally owed by a person or entity to a taxing authority 

as a result of a taxable event. The Federal taxes in this research 

include income tax, fringe benefits tax, goods and services tax, pay 

as you go and superannuation guarantee. 

Working capital The difference between current assets and current liabilities. 

Working capital provides an indication of whether a business has 

enough short-term assets to cover day-to-day operations and long 

terms debt.  
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Chapter 1: Introduction 

1.1 BACKGROUND 

Small business research has gained popularity in Australia and throughout the world 

over the latter decades of the 20th Century.9 The rationale for this increase in research can 

be explained by the rapid growth of the small business sector, both nationally and 

internationally.10 A significant portion of the world economy is now attributable to small 

businesses, as a result of this sector’s expansion.11 In Australia, small businesses have 

been described as the engine room of the national economy,12 as they contribute 34.2% 

of the total private sector income of gross value added (GVA),13 and they make up 98% 

of all private sector businesses.14 Additionally, Australian small businesses employ 

44.2% (4.94 million of 11.18 million) of all private sector employees.15 

However, the benefits that small businesses contribute to countries are more than 

just these financial measures.16 Research in Australia, the United Kingdom (UK) and 

countries of the Organization for Economic Cooperation and Development (OECD) has 

suggested that small businesses are also vitally important to employment, innovation and 

social prosperity.17 Small businesses can be heavily entrenched in local communities, are 

seed-beds of growth and provide important support to large businesses. Small businesses 

are also acknowledged for their ability to improve the wellbeing and lifestyles of a large 

 
9 Eliza Ahmed and Valerie Braithwaite, ‘Understanding Small Business Taxpayers issues of Deterrence, 

Tax Morale, Fairness and Work Practice’ (2005) 23(5) International Small Business Journal, 539-568, 539; 

Michael J. Peel and Nicholas Wilson, ‘Working Capital and Financial Management Practices in The Small 

Firm Sector’ (1996) 14(2) International Small Business Journal, 52-68, 52. 
10 Ahmed and Valerie Braithwaite (n 9) 539; Peel and Wilson (n 9) 52.  
11 Ann Hansford, John Hasseldine and Carole Howorth, ‘Factors Affecting the Costs of UK VAT 

Compliance for Small and Medium-Sized Enterprises’ (2003) 21(4) Environment and Planning C: 

Government and Policy, 479-492; Karen Ness, ‘Small Business Success Factors in Regional Queensland’ 

(2004) 12(2) Small Enterprise Research, 1-22. 
12 Chris Evans, Shirley Carlon and Darren Massey, ‘Record Keeping Practices and Tax Compliance of 

SMEs’ (2005) 3(2) eJournal of Tax Research, 288-334, 298. 
13 Australian Bureau of Statistics, Australian Industry, 2018-19 (Catalogue No 8155.0, 29 March 2020) 

(‘ABS 8155.0’).  
14 Australian Bureau of Statistics, Counts of Australian Businesses including Entries and Exits (Jun 2015 

To Jun 2019) (Catalogue No 8165.0, 2 February 2020) (‘ABS 8165.0’). 
15 ABS 8155.0 (n 13); ABS 8165.0 (n 14). 
16 Biagio Marco Pizzacalla, Developing a Better Regime for the Preferential Taxation of Small Business 

(PhD Thesis, Monash University, 2014) 40.  
17 Ahmed and Braithwaite (n 9); Peel and Wilson (n 9); C. T Sandford and Håkan Malmer, Tax Compliance 

Costs (Fiscal Publications, 1995).  
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portion of the workforce, and to provide job training and skill improvement to many 

individuals.18 

Unfortunately, the continued survival of small businesses cannot be guaranteed. 

They can face numerous barriers in the business environment as a result of their size and 

structure, especially when compared to their larger counterparts. These barriers, which 

include (but are not limited to) financial constraints, market imperfections, resource 

restrictions and inadequate technical expertise,19 have negative consequences for small 

businesses’ cash flow and stability.20 This could be influenced by the levels of business 

literacy and management capabilities of the small business owner/manager. In particular, 

inadequate cash management has been recognised as a critical factor in whether a small 

business succeeds or fails.21 Prior research has emphasized that the ability to manage cash 

in small businesses is related to the owners’ capabilities.22 The key concern for small 

businesses is that they may not identify that their management capabilities are deficient 

particularly if their business literacy skills are lacking. An alternative possibility is that 

business owners are naïve about the importance of monitoring cash flow or of knowing 

how to do it effectively.23   

Comparison of small businesses to large has shown that small businesses have 

limited skills in relation to cash flow and financial management, and their level of 

knowledge is lower than what is required for best practice.24 As directors or operators of 

small businesses, owners are expected to have a greater level of financial literacy than 

other individuals. Business owners should strive to hold a minimum level of financial 

literacy, which would allow them to understand financial statements, to manage cash 

flow, to implement internal control mechanisms and to maintain corporate governance.25 

 
18 Pizzacalla (n 16) 40-1. 
19 Belle Isle and Freudenberg (n 5); Michael Peel, Nicholas Wilson and Carole Howorth, ‘Late Payment 

and Credit Management in the Small Firm Sector: Some Empirical Evidence’ (2000) 18(2) International 

Small Business Journal, 17-37, 19. 
20 Peel, Wilson and Howorth (n 19) 19. 
21 Mary Girsch-Bock, ‘2018 Reviews of Cash Management Systems for Small Business’ (2018) (February 

2018) CPA Practice Advisor <http://www.CPAPracticeAdvisor.com>. 
22 Peter Jennings and Graham Beaver, ‘The Performance and Competitive Advantage of Small Firms: A 

Management Perspective’ (1997) 15(2) International Small Business Journal, 63-75, 65; Ness (n 11) 6.  
23 David Deakins, Alana Morrison and Laura Galloway, ‘Evolution, Financial Management and Learning 

in the Small Firm’ (2002) 9(1) Journal of Small Business and Enterprise Development, 7-16, 11; Peel, 

Wilson and Howorth (n 19) 24. 
24 Belle Isle and Freudenberg (n 5) 517, 528-29; Halabi, Barrett and Dyt (n 6) 169; Scott Holmes and Des 

Nicholls, ‘An Analysis of the Use of Accounting Information by Australian Small Business’ (1998) 26(2) 

Journal of Small business Management, 57-68, 57. 
25 Andrew Worthington, The distribution of financial literacy in Australia (No. 185) (School of Economics 

and Finance, Queensland University of Technology, 2004): 5. 
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This type of financial literacy is referred to as professional financial literacy.26 This 

current research focuses on two components of professional financial literacy: cash flow 

management and the use and understanding of financial statements.  

Previous research has suggested that understanding financial statements is 

important for small business decision making, business growth and performance,27 for 

example, information contained in reports can be extracted in order to evaluate 

profitability measures, cash flow and ratio analysis.28 Research from Australia and the 

United States of America (USA) has indicated that small business owners (SBOs) do not 

have a reasonable level of understanding of financial statements.29 Low comprehension 

has been seen as a consequence of the combination of limitations in ability and owner 

perceptions about the usefulness of financial reports.30 For example, SBOs in Australia 

did not believe that financial reports reflect real business figures.31 In the USA, SBOs 

suggested they are incapable of analysing the figures within financial statements so regard 

these as futile.32 It appears from these responses that financial statement literacy can 

inhibit SBOs from utilising important information to ascertain the financial position of 

their business. 

With increased utilisation of computer accounting software (CAS) by small 

businesses, SBOs may now have an added barrier in that their level of understanding of 

financial statements may be connected with their information and communication 

technology (ICT) skills and literacy.33 The combination of ICT, business management 

and financial literacy has been reported as being positively connected to small business 

growth and profitability, especially for small businesses employing fewer than 20 

employees.34 CAS literacy, therefore, appears to be linked to literacy in financial 

 
26 Ibid. 
27 Arthur R DeThomas and William B Fredenberger, ‘Accounting Needs of Very Small Business’ (1985) 

55(10) The CPA Journal, 14-24, 21; Robyn Dyt and Abdel K. Halabi, ‘Empirical Evidence Examining the 

Accounting Information Systems and Accounting Reports of Small and Micro Business in Australia’ (2007) 

15(2) Small Enterprise Research, 1-9, 5; Halabi, Barrett and Dyt (n 6) 167.  
28 Dyt and Halabi (n 27). 
29 DeThomas and Fredenberger (n 27); Halabi, Barrett and Dyt (n 6). 
30 DeThomas and Fredenberger (n 27) 18-19; Halabi, Barrett and Dyt (n 6). 
31 Halabi, Barrett and Dyt (n 6) 171. 
32 DeThomas and Fredenberger (n 27) 22-23.  
33 Leonora C. Hamilton and Ramachandra Asundi, ‘Technology usage and innovation: its effect on the 

profitability of SMEs’ (2008) 31(11) Management Research News, 830-845; Mike Rich, ‘IT-Savvy 

Businesses are more Profitable’ (2012) 25(11) NZ Business 26-27. 
34 Masayuki Morikawa, ‘Information Technology and the Performance of Japanese SMEs’ (2004) 23(3) 

Small Business Economics, 171-177; Julien Pollack and Daniel Adler, ‘Skills that improve profitability: 

the relationship between Project Management, IT Skills, and Small to Medium Enterprise Profitability’ 

(2016) 34(5) International Journal of Project Management, 831-838, 835. 
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statements, cash flow management and ICT. However, it is uncertain what degree of 

literacy SBOs need to hold for each component in order to be CAS literate. 

CAS has been advocated as providing managerial benefits to small businesses as 

their records are more likely to be up to date, allowing SBOs to access current information 

about the financial situation of their business.35 However, if the CAS used does not 

correspond with the business size and staffing capabilities, then businesses may not 

realise the benefits that a CAS system can offer.36 The CAS data output should be 

meaningful to the business owner and consistent with the conditions of the business.37 

This creates a dilemma for both CAS developers and small businesses, considering that 

the small business sector is highly heterogeneous. The expenditure involved to develop a 

CAS system tailored to the individual needs and capabilities of each SBO would be 

impractical, especially considering that a major inhibitor of software adoption by small 

businesses is the initial cost outlay.38 Consequently, it is useful to determine whether there 

is a particular level of literacy required to operate an off-the-shelf CAS system to support 

small businesses as a whole. Prior research has indicated that SBOs do not use their CAS 

to its full potential in order to ascertain the strengths and weaknesses of their business.39 

Although SBOs confirm that CAS improves the quality and accuracy of their records, 

findings suggest that CAS is not being used for effective cash flow management.40   

In Australia, the widespread adoption of CAS by small businesses was aided by the 

introduction of the goods and services tax (GST) from 1 July 2000.41 Although it is 

recognised that this created managerial benefits for small business in the form of more 

up-to-date record keeping,42 the GST increased the tax compliance burden for many 

 
35 Halabi, Barrett and Dyt (n 6) 170-71; Evans, Carlon and Massey (n 12) 300; Philip Lignier and Chris 

Evans, ‘The Rise and Rise of Tax Compliance Costs for the Small Business Sector in Australia’ (2012) 

27(3) Australian Tax Forum, 615-672, 664. 
36 Rich (n 33). 
37 DeThomas and Fredenberger (n 27) 21. 
38 Paul Matthews, ‘ICT Assimilation and SME Expansion’ (2007) 19(6) Journal of International 

Development, 817-827. 
39 Belle Isle and Freudenberg (n 6) 517 and 529; Halabi, Barrett and Dyt (n 6) 166.  
40 Belle Isle and Freudenberg (n 6) 517; DeThomas and Fredenberger (n 27) 22-23.  
41 A New Tax System (Goods and Services Tax) Act 1999 (Cth) (‘GST Act’); Moreover, prior to the 

implementation of Malaysian GST, the smallest Malaysian business had to incur the highest cost of 

computer softerware for GST compliance, see Rametse et al. (n 5) 172.   
42 Evans, Carlon and Massey (n 12) 300; Philip Lignier, ‘Identification and Evaluation of the Managerial 

Benefits Derived by Small Businesses as a Result of Complying with the Australian Tax System’ (PhD 

Thesis, University of New South Wales, 2008); Lignier and Evans (n 35) 664. 
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businesses.43 For small businesses, the introduction of the GST also extended their tax 

administration requirements, and further increased the complexity they face in complying 

with tax.44 The complexity of tax systems for small businesses has been extensively 

examined in Australia and overseas.45 Investigators have concentrated primarily on 

measuring the costs of compliance and on determining whether any benefits can be 

derived from compliance to alleviate those costs. A frequent outcome identified in prior 

research is that the burden of taxation falls disproportionately on small businesses in 

comparison to medium and large businesses.46 For small businesses, this creates another 

potential barrier to business success, especially for those whose cash flow is already 

vulnerable.47 

The few studies that explore the influence of taxation on small business cash flow 

have indicated that taxation has a negative impact on cash flow stability.48 This could be 

relevant in Australia where small businesses are required to hold the tax liability and remit 

to the Australian Taxation Office (ATO) at some time in the future.49 Wallschutzky and 

Gibson, who investigated the effect of taxation on small business in 1993, identified the 

wholesale sales tax (WST) as the only tax system that had a detrimental effect on cash 

 
43 The GST replaced the Wholesales Sales Tax (WST), a single stage multiple rate tax on goods in the 

wholesale sector. One consequence was that the GST effectively increased registration requirements of 1.6 

million businesses, compared to 70,000 that were required to report under the WST. 
44 Pizzacalla (n 16) 49.  
45 Francis Chittenden, Saleema Kauser and Panikkos Poutziouris, ‘PAYE-NIC Compliance Costs: 

Empirical Evidence from the UK SME Economy’ (2005) 23(6) International Small Business Journal 635-

656; Chris Evans, Ann Hansford, John Hasseldine, Philip Lignier, Sharon Smulders and Francois 

Vaillancourt, ‘Small Business and Tax Compliance Costs: A Cross-Country Study of Managerial Benefits 

and Tax Concessions’ (2014) 12(2) eJournal of Tax Research, 453-482; John Glover and Binh Tran-Nam, 

‘The GST Recurrent Compliance Costs/Benefits for Small Business in Australia: A Case Study Approach’ 

(2005) 1(2) Journal of Australasian Tax Teachers Association, 237-258; Lignier and Evans (n 35); Philip 

Lignier, Chris Evans and Binh Tran-Nam, ‘Tangled Up in Tape: The Continuing Tax Compliance Plight 

of the Small and Medium Enterprise Business Sector’ (2014) 29(2) Australian Tax Forum, 217-233; 

Pizzacalla (n 16) 49; Rametse et al. (n 5) 184; Kate Ritchie, ‘The Tax Compliance Costs of Small Business 

in New Zealand’ in Tax Compliance Costs: A Festschrift for Cedric Sandford (Prospect Media Pty Ltd, 

2001), 297-316; Cedric Thomas Sandford, Michael R Godwin and Peter J. W Hardwick, Administrative 

and Compliance Costs of Taxation (Fiscal Publications, 1989); Wallschutzky and Gibson (n 2). 
46 Evans et al. ‘Small Business and Tax Compliance Costs: A Cross-Country Study of Managerial Benefits 

And Tax Concessions’ (n 45); Glover and Tran-Nam (n 45); Lignier and Evans (n 35); Lignier, Evans and 

Tran-Nam (n 45); Pizzacalla (n 16) 49; Ritchie (n 45); Sandford, Godwin and Hardwick (n 45); 

Wallschutzky and Gibson (n 2). 
47 Belle Isle, Freudenberg and Copp (n 4); Belle Isle and Freudenberg (n 5); Evans, Carlon and Massey (n 

12); Michel Messina and Peter Walton, ‘The Impact of Government on Company Cash Flows in France 

and the United Kingdom’ (1998) 7(2) Journal of International Accounting, Auditing and Taxation, 273-

293; Wallschutzky and Gibson (n 2). 
48 Patrick Hutchinson, ‘How Much Does Growth Determine SMEs’ Capital Structure?’ (2004) 12(1) Small 

Enterprise Research, 81-92, 85.  
49 Belle Isle, Freudenberg and Copp (n 2); Belle Isle and Freudenberg (n 5); Wallschutzky and Gibson (n 

2). 
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flow.50 This was because the payment of the WST tax liability to the ATO was often due 

for payment before it was received from trade debtors. More recent research by Belle Isle, 

Freudenberg and Copp51 has supported the findings of Wallschutzky and Gibson52 in 

terms of the GST (recalling that the GST essentially replaced the WST). SBOs indicated 

that the GST had a detrimental effect on cash flow because the tax liability was often not 

received from sales before it was due to be paid to the ATO. If using the accruals method, 

the tax liability of the WST and GST can be incurred at the time of sale and paid sometime 

in the future. However, in both studies, it should be highlighted that paying the tax 

liability itself was not the sole cause of the cash flow constraints. Taxation combined with 

other pressures of running a business contributed to the concern of SBOs for cash flow, 

such as with debtors paying late. Research conducted in the UK and France by Messina 

and Walton53 suggested that taxes paid in advance have a negative impact on cash flow, 

whereas taxes held and paid at a later date result in a cash flow benefit, although, it should 

be acknowledged that the positive effect was marginal. The Australian research, 

therefore, does not appear to be consistent with findings in the UK and France, which 

could be due to differences in trading practices and/or administration of tax systems, or 

to how cash flow benefits and constraints were measured in the differing studies. 

Currently, in Australia, the major Federal tax systems that most small businesses 

must comply with include (but are not limited to) fringe benefits tax54 (FBT), GST,55 

income tax,56 and pay as you go (PAYG) withholding.57 Additionally, there is the 

superannuation guarantee58 (SG) which is not a tax system, however, due to the reliance 

of the calculation of SG based on PAYG withholding, and the regularity of reporting 

obligations, it is included in this research. Normally the tax liability for these tax systems 

is incurred and paid sometime in the future. Considering the findings of Wallschutzcky 

and Gibson,59 and more recent research by Belle Isle, Freudenberg and Copp,60 it could 

be implied that negative effects on small business cash flow cannot solely be explained 

 
50 Wallschutzky and Gibson (n 2). 
51 Belle Isle, Freudenberg and Copp (n 4). 
52 Wallschutzky and Gibson (n 2). 
53 Messina and Walton (n 47). 
54 Fringe Benefits Tax Assessment Act 1986 (Cth) (‘FBT Act’). 
55 GST registration is mandatory for enterprises with a turnover of $75000 or more, although voluntary 

registration is available to enterprises below this threshold see GST Act s23-5. 
56 Income Tax Assessment Act 1997 (Cth) (‘ITAA97’); Income Tax Assessment Act 1936 (Cth) (‘ITAA 36’).  
57 If the organisation is an employing entity. Non-employing entities are not required to adhere to PAYG.  
58 Superannuation Guarantee (Administration) Act 1992 (Cth) (‘SG Act’).  
59 Wallschutzky and Gibson (n 2). 
60 Belle Isle, Freudenberg and Copp (n 4). 
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by the timing of the payment of the tax liability. Two other variables that have been 

explored in recent literature: the ability of SBOs to implement effective cash flow 

management practices and the level of tax literacy of the SBO.61  

Recent research in Australia by Chardon62 has advocated that tax literacy can 

improve cash flow and overall wealth and can minimise financial difficulties. Chardon63 

specifically explored the importance of tax literacy for individuals. The significance of 

SBO tax literacy to their business viability has not been widely researched.64 There 

appears to be little research worldwide that investigates whether SBOs are knowledgeable 

or literate in relation to tax.65 

Similar research in the context of New Zealand has suggested that not all SBOs 

have difficulty understanding and complying with tax obligations, although findings 

indicate that once owners believe their knowledge is sufficient, they do not attempt to 

revise their understanding in the future.66 In Australia, Ahmed and Braithwaite67 

identified that SBOs admitted they had low levels of competency and independence when 

dealing with tax matters, especially in relation to income tax returns. In 1995, 

McKerchar,68 who explored the tax knowledge of SBOs in relation to pay as you earn 

(PAYE), SG, FBT, WST and income tax, found that tax knowledge was of low priority 

for SBOs. Once owners believed they understood what was required of them regarding 

each tax system, they made minimal effort to reconsider practices, to seek advice or to 

revisit related documentation.69 Due to this, many SBOs lacked the required knowledge 

to deal with their ongoing tax requirements. While there is evidence that small business 

cash flow management has a relationship with tax, to date the potential relationship 

between cash flow and tax literacy has not been explored.  

 
61 Belle Isle and Freudenberg (n 5); Freudenberg et al. (n 7). 
62 Toni Chardon, ‘Weathering the Storm: Tax as a Component of Financial Capability’ (2011) 5(2) 

Australasian Accounting Business & Finance Journal, 53-68. 
63 Ibid. 
64 Melissa Belle Isle, Brett Freudenberg and Tapan Sarker, ‘Is the Literacy of Small Business Owners 

Important for Cash Flow Management?: the experts perspective’ (2018) 13(1) Journal of the Australasian 

Tax Teachers Association, 31-67; Freudenberg et al. (n 7); Margaret McKerchar, ‘Understanding Small 

Business Taxpayers: Their Sources of Information and Level of Knowledge of Taxation’ (1995) 12 

Australian Tax Forum, 25-41; Lin Mei Tan, Coping With Tax Obligations: A Preliminary Study of Some 

Small Firms in New Zealand’ (1997) 13 Australian Tax Forum, 337-360. 
65 Ahmed and Braithwaite (n 9); McKerchar, (n 64); Tan (n 64). 
66 Tan (n 64). 
67 Ahmed and Braithwaite (n 9) 551 and 554. 
68 McKerchar, (n 64) 35. 
69 McKerchar (n 64) 35. 
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Highlighting the various barriers that small businesses face, indicates that effective 

cash flow management could be influenced by understanding financial statements, CAS 

literacy and business tax literacy. Because small business ongoing success has been 

associated with the implementation of effective cash flow management systems, it is 

important to examine whether the personal levels of literacy of SBOs could have some 

impact on the cash flow management systems that are employed in the business.  

1.2 IMPORTANCE OF THE RESEARCH 

This research is important because it explores contemporary issues prevalent to 

service industry businesses in Australia. The service sector is of great importance to the 

national economy. As previously discussed businesses classified in Australia as service 

industry businesses dominate in income contribution, employment and business 

registrations.70 For example, service industry businesses contribute 49% ($628 billion 

dollars) to GVA,71 are responsible for employing 74% of all Australian employees and 

make-up 89% of all business registrations.72 Consequently, anything that assists our 

understanding of what helps the success of this sector, has potential ramifications for the 

Australian economy.  

However, the service sector is diverse and includes a multiplicity of trades and 

professions. Service businesses are categorised throughout categories D to S of the 

Australian and New Zealand Standard Industrial Classification (ANZSIC) as illustrated 

in Table 1.1.73 

 
70 Australian Trade Commission, ‘Why Australia: Benchmark Report 2015’ (17 February 2015) 9 (‘ATC 

2015 Benchmark’); ABS 8155.0 (n 13); ABS 8165.0 (n 14). 
71 Note: these figures are taken from ABS 8155.0. Selected industries are excluded from the calculation of 

ABS 8155.0 including Division K of ANZSIC Financial and insurance services and 

businesses/organisations classified to the General Government sector.  
72 ATC 2015 Benchmark (n 70) 9; ABS 8155.0 (n 13); Department of Industry, Innovation, Science, 

Research and Tertiary Education, ‘Australian Small Business Key Statistics and Analysis’ (December, 

2012) 21.  
73 Australian Bureau of Statistics. Australian and New Zealand Standard Industrial (ANZSIC). (Catalogue 

No 1292.0, 26 June 2013). 
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Table 1.1. Australian and New Zealand Standard Industrial Classification (ANZSIC) 

ANZSIC 

Category 

Industry 

A Agriculture, Forestry and Fishing 

B Mining 

C Manufacturing 

D Electricity, Gas, Water and Waste Services 

E Construction 

F Wholesale Trade 

G Retail Trade 

H Accommodation and Food Services 

I Transport, Postal and Warehousing 

J Information Media and Telecommunications 

K Financial and Insurance Services 

L Rental, Hiring and Real Estate Services 

M Professional, Scientific and Technical Services 

N Administrative and Support Services 

O Public Administration and Safety 

P Education and Training 

Q Health Care and Social Assistance 

R Arts and Recreation Services 

S Other Services 

Source: Australian Bureau of Statistics. Australian and New Zealand Standard Industrial (ANZSIC). (Catalogue No 1292.0, 26 June 

2013). 

Within the service sector, small businesses have a large presence.74 Service sector 

small businesses (SSSBs) employ approximately 48% or 4,095,000 of all service sector 

employees and contribute $349 Billion to the GVA of Australia.75 Consequently, focusing 

on SSSBs makes sense. 

Research by Gadenne76 identified that small business success could be affiliated 

with the trade practices of the industry sector in which the small business resides. For 

instance, providing trade credit to customers appears to be an industry norm for 

businesses in Mining and Manufacturing.77 However, for the service industry, there does 

 
74 Department of Industry, Innovation, Science, Research and Tertiary Education (n 72) 21. 
75 ABS 8155.0. (n 13) Table 5. 
76 David Gadenne, ‘Critical Success Factors for Small Business: An Inter-Industry Comparison’ (1998) 

17(1) International Small Business Journal, 36-56, 42.   
77 Francis Chittenden and Richard Bragg, ‘Trade Credit, Cash-Flow and SMEs in the UK, Germany and 

France’ (1997) 16(1) International Small Business Journal, 22-35. 
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not appear to be a set of comprehensive trading practices that suit service businesses as a 

whole. 

Trading practices have also been associated with cash flow restrictions, as a result 

of complying with taxation, especially for those businesses providing trade credit to their 

customers.78 Previous research in Australia has suggested that the timing of the receipt of 

the tax liability from creditors depends on the trading practices of the individual 

business.79 Those businesses providing trade credit, regularly were not receiving payment 

of invoices before the GST liability related to those invoices was due to the ATO. This is 

particularly evident where businesses use the accrual method of accounting for GST. 

Thus, under the accrual method of accounting for GST, as opposed to the cash method of 

accounting for GST, businesses must submit the GST to the ATO irrespective of cash 

receipt, hence negatively impacting on their cash flow. In comparison, those businesses 

that collected tax at the point of sale still experienced difficulty complying with their tax 

obligations, although this appeared to be more a result of low profit margins on their 

goods and services, rather than the tax system being overly burdensome. Determining the 

effect of trading practices on SSSB cash flow is problematic due to the diversity of 

businesses classified as service sector businesses. Trading practices are not specific to the 

service sector itself but are defined by the service classification that the business resides 

in. This means that trading practices throughout the service sector are a mixture of those 

who collect revenue at the point of sale and others who offer a line of credit, making it 

difficult to define any industry norms for the service sector. 

Research on service sector businesses is necessary given both the paucity of 

understanding of industry norms of trading practices of service sector businesses and the 

significance of the sector to the Australian economy. 

This research is also important to the tax discipline, as it extends the understanding 

of the relationship between tax and small businesses, particularly the influence of tax and 

SBO literacy on cash flow. Previous research relating to taxation literacy (or knowledge) 

was conducted over 25 years ago and since that time the tax system has changed 

dramatically in regard to business compliance, especially with the introduction of the 

 
78 Belle Isle, Freudenberg and Copp (n 4). 
79 Ibid. 



 

Chapter 1: Introduction 11 

GST.80 This research explores current tax systems and attempts to bring a greater 

understanding of the business tax literacy of service SBOs in Australia. 

Additionally, this research is important to the small business sector as a whole: it 

endeavours to provide a deeper insight into the level of literacy required by SBOs to 

operate a successful business, not only in the present but into the future. The research 

draws upon feedback from business experts to determine the level required to be 

determined literate in understanding financial statements, operating CAS and 

comprehension of business tax systems by service SBOs.  

1.3 CONTRIBUTION OF THE RESEARCH 

This research aims to improve our understanding of small business in Australia and 

to contribute to areas of practice and policy in four areas. 

Having a greater understanding of the relationship between cash flow, tax and SBO 

literacy could improve the survival rate of small businesses in Australia. Identifying 

strengths or weaknesses in the ability of owners in relation to business tax systems could 

highlight areas that require further education initiatives for SBOs. 

Because the majority of small businesses make use of CAS packages for their 

business record keeping, comprehending the extent that these systems play in professional 

financial literacy of SBOs may identify challenges to be faced for effective use of the 

CAS. Since CAS systems are capable of creating all of the financial reports and budgets 

that are required for professional financial literacy, it is important to determine if 

limitations in using the reports are related to the CAS system or to the understanding of 

accounting measures. Results could persuade modification of CAS systems to facilitate 

greater insight into the cash flow position of the business.  

This study proposes that highlighting the number of tax reporting and payment 

obligations for small business within a tax year, as well as providing feedback of how 

those obligations impact small business cash flow, could inform policy changes so that 

the Australian Government could implement a better way to administer small business 

tax compliance.  

 
80 McKerchar (n 64). 
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From an academic context, this research extends the current methodological designs 

used in tax research both in Australia and internationally and adds to the body of academic 

literature in three areas. 

Investigation of the previous literature has highlighted the paucity of research 

relating to the relationship between taxation, cash flow management and literacy of SBOs 

both in Australia and throughout the world. An even greater scarcity of research on the 

interaction between these three factors exists in the small business environment. This 

research aims to address the following limitations of previous research.  

Firstly, reliable and up-to-date information is lacking on the relationship between 

cash flow and tax obligations of small businesses in Australia. The last rigorous study 

investigating major Federal tax systems affecting small businesses in Australia was 

conducted in 1993 (almost three decades ago) by Wallschutzky and Gibson.81 

Considerable changes in tax obligations and business practices such as the introduction 

of SG for employees and GST have occurred since this time, as well as changes to the 

PAYG system. Research conduct by Belle Isle, Freudenberg and Copp82 in 2014 

investigated the effects of GST on cash flow. However, that research did not examine 

other forms of business taxation and did not explore the effect that SBO literacy may have 

on the relationship between cash flow and taxation.  

Secondly, recent research by Brackin83 investigated the financial literacy and 

taxation literacy of individuals and found that, broadly, SBOs have a higher level of 

taxation and financial literacy than individuals who are not involved in operating a 

business. However, from a taxation perspective, literacy was measured using tax systems 

relevant to complying as an individual taxpayer, not as a small business taxpayer.84 The 

last rigorous research conducted in Australia (or internationally) that is known to the 

researcher regarding literacy or knowledge of SBOs in relation to tax systems was 

conducted in rural New South Wales by McKerchar in 1995,85 over two decades ago and 

during that time tax systems and business practices have changed.  

 
81 Wallschutzky and Gibson (n 2). 
82 Belle Isle, Freudenberg and Copp (n 4). 
83 Toni Brackin, ‘Taxation as a Component of Financial Literacy: How Literate are Australians in Relation 

to Taxation’ (PhD Thesis, Griffith University, 2014). 
84 Ibid. 
85 McKerchar (n 64). 



 

Chapter 1: Introduction 13 

Thirdly, although prior research has suggested that SBOs have difficulty 

understanding financial reports and make limited use of financial reporting options in 

their CAS, to date there is insufficient evidence to determine why they are not using their 

CAS to its full potential. This research investigates whether literacy of SBOs relating to 

CAS reporting options is linked to non-use.  

Fourthly, the use of multiple strategies of inquiry to understand the effect of taxation 

on various categories of taxpayers is becoming more common in recent taxation 

research.86 The justification for using various strategies of inquiry is that combining 

numerous data collection methods provides a more informed and deeper understanding 

of the research problem. The combination of a multiple case study, expert engagement 

and large-scale survey methods utilised for this project is the first known for taxation 

research in Australia. Involving experts in the qualitative stage for this research serves as 

a validating technique for responses already collected from SBOs in the multiple case 

study. Given that SSSBs are a heterogeneous group, validation of their opinions by 

experts is considered valuable. Interviewing experts in the exploratory stage of research 

has been advocated as being more effective and efficient in the collection of pertinent 

data than alternate data collection methods such as surveys or observation.87 Inclusion of 

experts has also been advocated as a reliable source of objective data for researchers. For 

example, experts were included in research conducted in 2014 to validate small business 

perceptions of taxation.88 However, that research was carried out on a small scale and 

involved only ten SBOs and two experts. Therefore, the current research design extends 

the 2014 research with its use of both SBOs (Stage 1) and experts (Stage 2) in the 

qualitative stage. This is followed by a large-scale survey (Stage 3), created from the 

responses in the qualitative stage that is administered to service SBOs. 

1.4 SCOPE OF THE RESEARCH 

This research focuses on exploring and addressing the major research question ‘Is 

there a relationship with business tax and owner literacy that enables Australian small 

service sector businesses to manage their cash flow?’. Research questions and sub-

 
86 Brackin (n 83); Nahida Faridy, ‘Complexity, Compliance Costs and Non-compliance with VAT by Small 

and Medium Enterprises (SMEs) in Bangladesh: Is there a Relationship?’ (PhD Thesis, Griffith University, 

2015). 
87 Alexander Bogner, Beate Littig and Wolfgang Menz, Interviewing Experts (Palgrave MacMillan, 2009) 

2. 
88 Belle Isle and Freudenberg (n 5); Belle Isle, Freudenberg and Copp (n 4).  
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research questions have been established to address the major research question utilising 

the methodology set out in Chapter Three. The research is undertaken within the 

framework of taxation and small business research that exists within the current scope of 

academic and professional literature in Australia and is limited to investigating the 

relevance of the research questions to SSSB in Australia. While discussion throughout 

Chapter Two and Chapters Four to Seven (findings) discusses prior research from other 

countries, it is not the intent of this research to suggest that Australian research findings 

can be replicated in other countries. Replication could be particularly difficult due to the 

differences in economic conditions from one country to the next along with the 

heterogeneity of the small business sector. Both the qualitative and quantitative data 

collected from SSSBs is limited to Australian participants. This research uses a number 

of strategies of inquiry in order to gain a thorough understanding of SSSB and any 

relationships that exist between cash flow, taxation and SBO literacy. Note that this 

research was conducted mainly from September 2016 to June 2019 and therefore prior to 

the economic effects of COVID-19.89  

Of the business tax systems currently in operation in Australia, it should be 

highlighted that for the purpose of this research only five Federal tax systems are 

explored. Selection of the relevant tax systems to examine in this project was given 

extensive consideration. Examining all tax systems relevant to SSSBs within the unit of 

analysis would be onerous and could provide results that are too broad for generalisation, 

given the diversity of small businesses, especially those involved in the service industry. 

The possible taxes and obligations could extend from wine equalisation tax, fuel tax, 

luxury car tax, workers compensation to other industry specific obligations. For the 

purpose of this research, the five major taxes/contributors that are likely to apply to the 

majority of SSSBs are FBT,90 GST,91 income tax,92 PAYG withholding93 and SG.94 

Considering that the research focus relates to the relationship of small business cash flow 

 
89 Covid -19 is a mild to severe respiratory illness that is caused by a coronavirus (Severe acute 

respiratory syndrome coronavirus 2 of the genus Betacoronavirus), is transmitted chiefly by contact 

with infectious material (such as respiratory droplets) or with objects or surfaces contaminated by the 

causative virus, and is characterized especially by fever, cough, and shortness of breath and may 

progress to pneumonia and respiratory failure, see https://www.merriam-

webster.com/dictionary/COVID-19 
90 FBT Act (n 54).  
91 GST Act (n 41).  
92 ITAA97 (n 56). 
93 A New Tax System (Pay As You Go) Act 1999 (Cth) (‘PAYG Act’). 
94 SG Act (n 58).  
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and taxation, the researcher decided that these taxes may have the greatest impact on cash 

flow. This is due to the multitude of reporting and payment obligations required for these 

taxes throughout each financial year. These taxes and their due dates are summarised in  

Table 2.2 (page 34) of this thesis.  

While there are many characteristics that can be used to determine ‘small business’, 

for this research the term ‘small business’ incorporates those businesses identified as both 

‘micro’ and ‘small’ in the recent publications by the ATO and the Australian Bureau of 

Statistics (ABS).95 The unit of analysis and definition of small business was created by 

combining the quantitative measures used in the Taxation Statistics 2015-1696 and ABS 

Cat no. 8165.0.97 SSSB participants for this research have an annual turnover of $10 

million or less and a full time workforce of 20 or fewer employees.98 

Gross domestic product (GDP) and GVA both measure the monetary value of all 

goods and services produced in a specific period within the Australian economy. 

Reporting for GDP is presented in terms of the System of National Accounts set out by 

the United Nations,99 whereas for reporting GVA, income is compiled according to 

ANZSIC100 categories that are used to categorise SSSBs within this research. With this 

research considering SSSBs, any reference to economic income contribution is discussed 

in terms of GVA as it was believed to be the most relevant measure of income contribution 

for this research. 

1.5 STRUCTURE OF THE THESIS 

The remainder of the thesis is constructed as follows. The literature review, 

presented in Chapter Two, explores small businesses in Australia, particularly SSSBs. It 

begins by discussing the importance of both the small business and the service sector to 

the Australian economy. This chapter also considers prior cash flow and taxation research 

in both a local and an international context. Chapter Two introduces the importance of 

SBO literacy for ongoing cash flow stability and establishes the areas of literacy that are 

concentrated on in this research. These literacy measures include the understanding of 

 
95 ABS 8165.0 (n 14); Australian Taxation Office, ‘Taxation Statistics 2015-16’ (27 April 2018) (‘ATO 

Tax Stats 2015-16’).  
96 ATO Tax Stats 2015-16 (95).  
97 ABS 8165.0 (n 14). 
98 ABS 8165.0 (n 14); ATO Tax Stats 2015-16 (95). 
99 ‘System Of National Accounts’, Unstats.Un.Org (Webpage, 2008) 

<https://unstats.un.org/unsd/nationalaccount/sna2008.asp>. 
100 ABS 1292.0 (n 73). 
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financial statements and cash flow management (two concepts of professional financial 

literacy), the use and understanding of CAS and the understanding of business tax 

systems.  

Chapter Three begins by presenting the research question for this thesis: ‘Is there a 

relationship with business tax and owner literacy that enables Australian small service 

sector businesses to manage their cash flow?’. The mixed methods approach is then 

outlined followed by a discussion of the usefulness of the approach to the research and an 

acknowledgement of the mixed methods design that was employed. An overview of the 

exploratory nature of the research, along with the theoretical approach and the worldview 

that was followed in undertaking and completing the research, is then presented. The 

research design is then discussed, with a detailed explanation of the strategies of inquiry 

used, followed by an overview of the participants, the analysis techniques and the ethics 

and limitations. 

Chapter Four presents the findings of the data from the multiple case study of 

service SBOs relating to cash flow and taxation. This chapter focuses on three research 

questions: 

• How is the cash flow of Australian SSSBs influenced by tax obligations? 

(RQ1) 

• Is cash flow of SSSBs influenced by the timing of tax payments? (SQ1) 

• Does adhering to tax administration obligations relating to tax payment 

dates influence SSSB cash flow? (SQ2) 

Chapter 5, which explores the importance of service SBO literacy for effective cash 

flow management, addresses two research questions: 

• Are cash flow management practices in SSSBs influenced by the literacy of 

service SBOs? (RQ2) 

• Is there a level of literacy required by service SBOs in order to successfully 

manage their business cash flow? (SQ3) 

Initially, the perceived level of service SBO literacy is examined from feedback 

given in the multiple case study (Stage 1). This includes the value that service SBOs place 

on literacy for effective cash flow management. The discussion continues with the results 

of the expert data collection. Expert feedback (Stage 2) is used to ascertain whether there 
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are specific concepts that SBOs should establish in order to be determined literate in four 

facets: business tax, CAS, understanding of financial statements and implementation of 

effective cash flow management practices. This chapter also discusses whether the level 

of literacy of SBOs would impact their ability to manage cash flow, as well as exploring 

what aids or hinders their attainment of literacy in each of the literacy areas.  

The results of the SSSB survey (Stage 3) are then presented in Chapters Six and 

Seven. Chapter Six introduces the SSSB participants in terms of the demographics of the 

business itself and the service SBO. Based on the survey questions posed to determine 

the literacy of service SBOs, the literacy scores (LSs) are then created to address these 

two research questions:  

• Are cash flow management practices in SSSBs influenced by the literacy of 

service SBOs? (RQ2) 

• Does the actual literacy of service SBOs have a relationship to the 

demographics of the business and/or the service SBO? (SQ4) 

The chapter outlines how the survey was designed and implemented; and explains 

the pilot testing that was carried out prior to opening the survey. The method for creating 

the LSs is also discussed, along with an analysis of the demographics compared with the 

overall LS and the business tax LS.  

Chapter Seven extends the examination of service SBO literacy. LSs are compared 

to SSSB confidence and perception, and to the financial measures of the participating 

SSSBs to address the following research questions  

• Do small businesses achieve a higher degree of financial performance when 

SBOs have a higher level of literacy? (SQ5) 

• Does the literacy of service SBOs influence their confidence when dealing 

with:  

o SQ6 (a) cash flow management activities; 

o SQ6 (b) understanding of financial statements; 

o SQ6 (c) business tax systems;  

o SG6 (d) operating a CAS system? 

• Is service SBO perception aligned with service SBO literacy? (SQ7) 
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The survey responses for financial performance, confidence and perception are 

presented, followed by statistical analysis of the data when compared to the LSs, to satisfy 

the research questions and the theory employed as part of the research.  

Chapter Eight summarises the findings of the research. The data collected and 

analysed over both the qualitative and quantitative stages are combined to address the 

research questions in order to provide a set of conclusions emerging from the research. 

This chapter also acknowledges some limitations of the design, gives recommendations 

for practice, policy and academia and highlights possible future research opportunities.  

Given that SSSBs play an important role within the Australian economy, it is 

important to consider how the literacy of service SBOs could influence their ability to 

manage the cash flow of their business.  
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Chapter 2: Literature review 

2.1 INTRODUCTION 

Maintaining a consistent cash flow can be problematic for businesses regardless of 

their size and structure. However, when comparing the impact of failing to manage cash 

flow effectively for small businesses is compared to that of larger businesses, the results 

can be drastic. This is of concern, considering the prevalence of small businesses in local 

and international economies. This chapter, which considers the importance of small 

business to the Australian economy, pays particular attention to small service sector 

businesses (SSSBs). The diversity of both the small business and the service industry 

sectors is then explored, followed by a detailed discussion highlighting the need to sustain 

a constant cash flow in order to maintain liquidity and to assist with continued viability.  

Cash flow barriers that exist in the small business landscape are then discussed.  

The influence of taxation on cash flow is examined, with a focus on five of the Federal 

tax systems operating in Australia including fringe benefits tax (FBT), goods and services 

tax (GST), income tax, pay as you go (PAYG) withholding, and superannuation guarantee 

(SG). The impact of tax reporting and payments is also analysed, with particular reference 

to prior theoretical propositions which consider the relationship between similar tax 

systems and small business cash flow.  

This chapter also examines how small business owner (SBO) literacy may influence 

the successful operation of a business. This research, which predominately focuses on 

small business cash flow, extends further than simply looking at financial literacy. For 

this research, literacy is considered in terms of professional financial literacy, computer 

accounting software (CAS) literacy and business tax literacy.  

2.2 SMALL SERVICE BUSINESS IN AUSTRALIA 

2.2.1 Small business in Australia 

In a national and global context, small businesses are recognised for their 

importance in terms of business.101 Small businesses should also be acknowledged for the 

 
101 OECD, ‘Taxation of SMEs in OECD and G20 Countries’ (OECD Tax Policy Studies, 2015) (‘OECD 

Taxation of SMEs’). 
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significant contribution that they can play to the creation of innovation, employment and 

social prosperity.102 In Australia, small businesses account for 98% of all Australian 

private sector businesses.103 They are prevalent in most business landscapes and are 

entrenched in local communities.104 Small businesses also play a critical role in business-

to-business transactions, as they provide goods and services to almost two-thirds of all 

Australian businesses.105 Their contribution to national income is 34.7% of total gross 

value added (GVA) and they employ 4.8 million people, representing 45.7% of all private 

sector employees.106 In 2016, small business employment growth was 148% greater than 

that of large business, with small businesses employing an extra 160,000 people in 2016 

in contrast to 77,000 people employed by large businesses.107 Comparison of employment 

for medium and small businesses showed a fall in medium businesses by 118,000.108 

These Australian statistics are not unlike those of other countries throughout the world. 

For example, while employment, income and output continue to steadily decline for large 

businesses, small business input into Organisation for Economic Co-operation and 

Development (OECD) countries goes from strength to strength, particularly in service 

sector industries.109 This could possibly be explained by the increase in the number of 

contractors in the workforce or by the diminishing manufacturing sector in western 

countries. Therefore, it is not surprising that small businesses are identified as being an 

integral part of the Australian economy and that their ongoing success in Australia is seen 

as important to the stability of the national economy.110  

However, the continued viability of small businesses is not easily attained. In fact 

small businesses have been identified as being more susceptible to failure than other 

 
102 Evans, Carlon and Massey (n 12); Ness (n 11) 1; OECD Taxation of SMEs (n 101); Sujatha Perera and 

Pamela Baker, ‘Performance Measurement Practices in Small and Medium Size Manufacturing Enterprises 

in Australia’ (2007) 15(2) Small Enterprise Research, 10-30.  
103 ABS 8165.0 (n 14): count includes non-employing and businesses employing 1<20 employees. 
104 Department of Industry, Innovation, Science, Research and Tertiary Education (n 72): 33; Evans, Carlon 

and Massey (n 12) 289; Peter Hendy, ‘Threats to Small And Medium Sized Enterprises for Tax and Other 

Regulations.’ in Taxing Small Business: Developing Good Tax Policies (Australian Tax Research 

Foundation Conference Series, 23rd ed, 2003), 113-146, 116; Leonardo Liberman-Yaconi, Terrena Hooper 

and Kate Hutchings, ‘Toward a Model of Understanding Strategic Decision-Making in Micro-Firms: 

Exploring the Australian Information Technology Sector’ (2010) 48(1) Journal of Small Business 

Management, 70-95.  
105 Department of Industry, Innovation, Science, Research and Tertiary Education (n 72) 33.  
106 ABS 8155.0 (n 13); ABS 8165.0 (n 14). 
107 Department of Parliamentary Service, Are Small Businesses the Driving Force Behind Private Sector 

Employment and Total Industry Value Added? (Research Paper Series, 17 November 2017) 1.  
108 Ibid. 
109 OECD, ‘Small, Medium, Strong. Trends in SME Performance and Business Conditions’ (OECD 

Publishing, 2017) (‘OECD Trends in SME’); OECD Taxation of SMEs (n 101) 21.  
110 Evans, Carlon and Massey (n 12); Belle Isle, Freudenberg and Copp (n 4). 
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businesses are.111 Failure rates in new businesses are particularly high in comparison to 

established firms, with many businesses in early stages ceasing to exist past five years.112 

Viability can be influenced by internal and external barriers in the business environment, 

including the individual structure and characteristics of the small business and the 

requirement to comply with policy, legislation and regulations as determined by the 

governments (and their relevant departments).113 Small business success may possibly be 

influenced by the managerial capabilities of SBOs. This is evident not only in Australia: 

as research in the United States of America (USA) and Poland has suggested that a major 

cause of failure can be explained by inadequate management skills.114 Inadequate SBO 

management skills can be especially concerning where SBOs struggle with the 

management of cash flow, as well as with the requirement to adhere to taxation and 

employer obligations. These ‘employer obligations’ can be a central issue, as a small 

business without employees is unlikely to grow and will be more likely to remain as a 

micro business that provides income for the owner.115  

It is important to acknowledge that small businesses are heterogeneous, meaning 

that their structure and characteristics are diverse.116 This diversity, which can be in 

relation to taxability, ownership, flexibility, industry, economies of scale, financial 

market access and level of information asymmetry,117 can make it difficult to ascertain 

any commonality between one small business and the next.   

MacGregor and Vrazalic118 identified, from previous academic findings, a list of 

characteristics that are unique to small and medium-sized enterprises (SME) in Australia; 

these are detailed in Table 2.1. Generally, SMEs are internally controlled and are funded 

with private equity not public; the owner is normally the majority equity holder and often 

the only individual deriving an income from the business activity; debts are secured by 

 
111 OECD Taxation of SMEs (n 101) 23; Pizzacalla (n 16) 42. 
112 OECD Taxation of SMEs (n 101) 23. 
113 Hutchinson (n 48) 89; OECD, ‘Financing SMEs and Entrepreneurs: An OECD Scoreboard – Australia’ 

(OECD Publishing, 2018) 8 (‘OECD Financing SMEs’). 
114 Pearl Dahmen and Eileen Rodríguez, ‘Financial Literacy and the Success of Small Businesses: An 

Observation from a Small Business Development Centre’ (2014) 7(1) Numeracy, 1-12, 3. 
115 Department of Industry, Innovation, Science, Research and Tertiary Education (n 72) 8. 
116 Judith Freedman, ‘Small Business Taxation: Policy Issues and the UK’ in Taxing Small Business: 

Developing Good Tax Policies (Australian Tax Research Foundation Conference Series, 2003). 
117 Hutchinson (n 48) 85; OECD Trends in SME (n 109); OECD Taxation of SMEs (n 101). 
118 Rob MacGregor and Lejla Vrazalic, ‘A Profile of Australian Regional SME Non-Adopters of E-

Commerce’ (2008) 16(1) Small Enterprise Research, 27-46, 30-31. 
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the owner’s private assets or the assets of an individual closely connected to the owner.119 

These characteristics as stated in Table 2.1, are important to keep in mind when 

considering both how an SME is likely to operate, and what impact the taxes and 

regulations have. 

Table 2.1. Features unique to SMEs 

Features Unique to SME’s 

SMEs have small and centralised management with a short-range perspective 

SMEs have poor management skills 

SMEs exhibit a strong desire for independence and avoid business ventures which impinge on the 

independence 

SME owners often withhold information form colleagues 

The decision-making process in SMEs is intuitive, rather than based on detailed planning and 

exhaustive study 

SME owner(s) has/have a strong influence in the decision-making process 

Intrusion of family values and concerns in the decision-making process 

SMEs have informal and inadequate planning and record keeping processes 

SMEs are more intent on improving day-to-day procedures 

SMEs face difficulties obtaining finance and as a result have fewer resources. 

SMEs are more reluctant to spend on information technology and therefore have limited use of 

technology 

SMEs have a lack of technical knowledge and specialist staff and provide little IT training for staff 

SMEs have a narrow product/service range 

SMEs have a limited share of the market (often confined towards a niche market) and therefore 

heavily rely on few customers 

SMEs are product oriented, while large businesses are more customer oriented 

SMEs are not interested in large shares of the market 

SMEs are unable to compete with their larger counterparts  

Features related to risk taking and dealing with uncertainty 

SMEs have lower control over their external environment that larger business, and therefore face 

more uncertainty 

SMEs face more risks than large businesses because the failure rates of SMEs are higher 

SMEs are more reluctant to take risks 

Source: Rob MacGregor and Lejla Vrazalic, ‘A Profile of Australian Regional SME Non-Adopters of E-Commerce’ (2008) 16(1) 

Small Enterprise Research, 27-46. 

McGregor and Vrazalic120 identified four important features about SBOs which are 

pertinent to this research: SBOs do not appear to value the importance of long-term 

planning; they do not make logical decisions; they use informal and inadequate planning 

and record keeping; they make limited use of technology. These unique characteristics 

 
119 ABS 8165.0 (n 14); Santonu Basu, ‘Problems of Small Business’ (1986) 5(4) Economic Papers: A 

Journal of Applied Economics and Policy, 92-110; Cynthia Coleman and Chris Evans, ‘Tax Compliance 

Issues for Small Business in Australia’ in Taxing Small Business: Developing Good Tax Policies 

(Australian Tax Research Foundation Conference Series 23, 2003) 147-182; Liberman-Yaconi, Hooper and 

Hutchings (n 104) 72. 
120 MacGregor and Vrazalic (n 118) 30-1. 
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will be explored further throughout this research as they could influence literacy and cash 

flow management.121 For this research project, the term ‘small business’ incorporates 

those businesses identified by their quantitative measures by the Australian Taxation 

Office (ATO) and Australian Bureau of Statistics (ABS) as being ‘micro’ and ‘small’.122 

Broadly, small businesses will be those with an annual turnover of $10 million or less and 

a full time workforce of 20 or fewer employees. Settling on an appropriate definition of 

small business for this project was given considerable attention. As there are a number of 

different classifications for small business in Australia, the justification for using the 

combination of quantitative measures directed by the ABS and ATO, is based on the 

involvement of the service sector, whose classification is dictated by the ABS and by the 

investigation of Federal tax systems administered by the ATO. 

The quantitative measures illustrated in Taxation Statistics123 are used for this 

project, which defines a small business enterprise as having turnover of $10 million or 

less. Justification for the use of Taxation Statistics124 measures as an alternative to tax 

legislation came from the multitude of definitions and thresholds for small business 

throughout the tax legislation that is relevant to this research.  

2.2.2 Service Industry Business in Australia 

Early in the 20th century, the Australian economy was primarily supported by the 

production and sale of goods.125 Over time, manufacturing has declined for various 

reasons, and the service sector dominates in revenue contribution to the Australian 

economy. This is not unlike other countries throughout the world, where typically smaller 

service-related businesses account for the majority of employment, business registrations 

and total value added.126 In Australia, the service sector is growing faster than any other 

industry and currently accounts for three out of five of Australia’s most globally 

significant industries. These include foreign students in tertiary education, international 

 
121 MacGregor and Vrazalic (n 118) 30-1. 
122 ABS 8165.0 (n 14); ATO Tax Stats 2015-16 (n 95). 
123 ATO Tax Stats 2015-16 (n 95). 
124 Ibid. 
125 Treasury, "Australia's Century since Federation at a Glance" (Australian Government, 14 May 2001), 

http://archive.treasury.gov.au/contentitem.asp?NavId=016&ContentID=110.   
126 OECD Trends in SME (n 109). 
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tourism expenditure and Australian investment fund assets.127 A significant portion of 

both the service sector and the Australian workforce is made up of professional experts. 

In Australia, service is defined as an activity that delivers help, utility or care, an 

experience, information or other intellectual content. The majority of the activity is 

intangible rather than residing in any physical product.128  

Industry classifications in Australia are determined using the ABS Australian and 

New Zealand Standard Industrial Classification (ANZSIC) classifications detailed in 

ABS catalogue no. 1292.0.129 Australian economic reporting includes four major industry 

sectors: Agriculture, Forestry and Fishing; Mining; Manufacturing and Service.130 Within 

the ABS catalogue no. 1292.0, the first three major sectors are given their own 

classification code (A to C respectively); however, the service sector is spread across 

many different codes (D to S) as illustrated in Table 1.1 (page 9) of this thesis. This 

indicates the diversity and the extensive representation of the service sector in the 

Australian economy. This means a multiplicity of diversity for small business in the 

service sector.  

The magnitude of the service sector to the Australian economy, measured in GVA, 

is 49% or $628 billion dollars.131 The service sector employs 74% of all Australian 

employees and is responsible for 89% of all business registrations.132 This illustrates the 

significance of service sector businesses to the Australian economy and highlights the 

service sector as the dominant segment in the current business environment.133  

Small businesses are prevalent in the service sector. Overall, the small business 

sector was responsible for 32% of Australia’s total GVA in 2018-19, equating to $417.9 

 
127 Australian Services Roundtable, Submission no 44 to the House Standing Committee on Economics, 

Finance and Public Administration, ‘Inquiry into the Current and Future Directions of Australia's Service 

Industries’ (November 2006). 
128 Ibid 5. 
129 ABS 1292.0 (n 73). 
130 Ibid. 
131 Australian Trade Commission, ‘Why Australia: Benchmark Report 2019’ (8 April 2019) 21 (‘ATC 2019 

Benchmark’); ABS 8155.0 (n 13) Table 5. Note: Unfortunately, calculation of Industry Value Added 

excludes figures for Division K – Financial and Insurance Services which is currently the most rapidly 

growing service division in the economy and the largest contributor to GVA being responsible for 9.5% of 

all GVA. 
132 ATC 2015 Benchmark (n 70) 9; ABS 8165.0 (n 14); ABS 8155.0 (n 13). 
133 Australian Services Roundtable (n 127) 4. 
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billion.134 More than 80% of this income can be attributed to SSSBs. The total 

contribution of SSSBs to GVA was $349 billion.135  

Not only are SSSBs instrumental in generating the majority of the income of all 

small businesses, they are also prevalent in providing high levels of employment. The 

SSSBs are responsible for employing 4,095,000 (48%) of the total 8,541,000 service 

sector employees.136 SSSBs involved in the areas of consultancy, legal services, 

communications and media are recognised as being among the fastest growing industries 

in Australia.137  

Despite the dominance of the service sector in the Australian economy, there is a 

paucity of research related to service sector-wide matters.138 Australia needs a more 

robust understanding of the service sector as a whole.139 With the combined diversity of 

the service sector and small businesses, identifying and understanding business practices 

that encourage growth and stability is an even greater challenge. Previous findings 

indicate that it is difficult to define commonality of trade practices within SSSBs.140 

However, it appears that similar trading issues are identified for businesses trading with 

consumers as opposed to businesses trading with other businesses.141 SSSBs trading with 

consumers appear to be constrained by low profit margins, whereas violation of trading 

terms was a common issue for businesses trading with other businesses.142  

2.3 THE CASH FLOW AND TAXATION RELATIONSHIP 

2.3.1 The importance of cash flow and cash flow management for small business. 

A critical issue for all businesses, maintaining a consistent cash flow, can be 

especially acute for small businesses due to restricted access to finance, whether it be debt 

or equity finance. Cash flow is the extent of cash or near cash assets that are available for 

use, along with any inflow or outflow of cash related to these assets.143 Therefore cash 

flow is any business activity that alters the balance of the cash accounts. Previous research 

 
134 ABS 8155.0 (n 13). 
135 Ibid Table 5.  
136 ABS 8155.0 (n 13). 
137 Australian Services Roundtable (n 127) 7. 
138 Ibid 15. 
139 Ibid. 
140 Belle Isle, Freudenberg and Copp (n 4) 444-53. 
141 Ibid. 
142 Ibid. 
143 Ignatius Ekanem, ‘Liquidity Management in Small Firms: A Learning Perspective’ (2010) 17(1) Journal 

of Small Business and Enterprise Development, 123-138. 
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in Australia has suggested that SBOs have recognised cash flow to be of particular 

importance to their ongoing survival,144 although they can find it difficult to manage.145  

One reason contributing to this difficulty in managing cash flow is that small 

businesses can be subject to seasonal variations in sales.146 This can mean that rapid 

growth can be evident in one economic cycle, followed by periods of contraction in 

subsequent cycles.147 In theory, when businesses receive a cash influx as a result of rapid 

growth, cash should be stored for periods of contraction. However, research suggests that 

this is not a common practice adopted by the small business community.148 Other reasons 

include that cash received is either tied up in goods produced, spent on incidental items 

or held in outstanding debtor invoices.149 Without cash at hand, critical payments cannot 

be made, potentially resulting in business failure.150 Cash inflow should be of the highest 

priority for small business, as although they can survive for lengthy periods with little or 

no ‘profit’, they cannot survive for extended periods without cash.151 This focus on 

ensuring a steady cash inflow is due to the difficulty that small businesses encounter in 

accessing cash through external sources. Small businesses rely on owner equity for much 

of their capital and debt financing, as a result of the reluctance of banks to provide credit. 

For example, SBOs may use their own personal credit cards rather than accessing formal 

lines of business credit.152 This may be due to their reluctance to do the formal paperwork 

for the bank loan; or to the perceived lack of availability of business loans to small 

businesses. 

Those small businesses with a greater portion of liquid assets are less likely to run 

out of cash.153 Liquid assets are those assets that can easily be converted to cash in a short 

period of time such as cash, accounts receivable, inventory and cash equivalents.154 The 

 
144 Belle Isle, Freudenberg and Copp (n 4); Wallschutzky and Gibson (n 2) 527.  
145 Belle Isle and Freudenberg (n 4). 
146 John A. Welsh and Jerry F. White, ‘A Small Business is not a Little Big Business’ (1981) 59(4) Harvard 

Business Review, 18-32, 26.  
147 Ibid. 
148 Ibid. 
149 Ibid. 
150 Evans, Carlon and Massey (n 12) 292; Pedro J. Garcia-Teruel and Pedro Martinez-Solano, ‘Short-Term 

Debt in Spanish SMEs’ (2007) 25(6) International Small Business Journal, 579-602, 583; Peel and Wilson 

(n 9) 52.  
151 Garcia-Teruel and Martinez-Solano (n 150) 583; Peel and Wilson (n 9) 58; Welsh and White (n 146) 

29.  
152 Department of Industry, Innovation, Science, Research and Tertiary Education (n 72). 
153 Garcia-Teruel and Martinez-Solano (n 150) 583.  
154 Margaret Drever and Patrick Hutchinson, ‘Industry Differences in the Determinants of the Liquidity of 

Australian Small and Medium Sized Enterprises’ (2007) 15(1) Small Enterprise Research, 60-76. 
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terms cash flow and liquidity are often interchanged as they both centre around the 

relationship between current assets and liabilities.  

Liquidity is the ability to meet short-term commitments as measured by working 

capital, being current assets minus current liabilities.155 Liquidity management in small 

businesses can be defined as the planning and controlling of cash flow by owner managers 

in order to meet their day-to-day commitments.156 Liquidity, therefore, includes the 

management of both cash and credit transactions (which ultimately includes debtors and 

creditors trading in cash or credit).157 Liquidity management and cash flow management 

are interchangeable terms in this thesis.  

Cash flow management has been identified as one of the most important problems 

for businesses in the United Kingdom (UK), USA and Australia.158 Effective cash flow 

management is important to business survival irrespective of the size of the business.159 

Assessment of small business liquidity suggests that small businesses are less liquid and 

exhibit more volatility with cash flow and profit than their larger competitors.160 

Ekanem161 argued that SBOs should attempt to avoid extended cash shortages, as supply 

constraints affect the ongoing operations of the business. For example, creditors may stop 

supplying goods to the small business, which means the small business cannot trade and 

generate income. In order to reduce cash constraints and to achieve better control of cash 

flow, it has been suggested that SBOs need to implement effective cash flow management 

practices.162 

Effective cash flow management practices consist of keeping financial accounts; 

maintaining a business plan and a cash budget; keeping records of revenue, expenses, 

creditor and debtor invoicing; and maintaining an inventory schedule.163 Previous 

research in Australia and the UK has suggested that SBOs are not actively involved in 

systematic cash flow management practices.164 While day-to-day recording of activities 

involving cash inflow and outflow may be undertaken, the process involved in receiving 

 
155 Belle Isle, Freudenberg and Copp (n 4) 424; Drever and Hutchinson (n 154). 
156 Belle Isle, Freudenberg and Copp (n 4) 424; Ekanem (n 143) 123. 
157 Ekanem (n 143) 125.   
158 Holmes and Nicholls (n 24) 57; Peel, Wilson and Howorth (n 19) 19. 
159 DeThomas and Fredenberger (n 27).  
160 Peel, Wilson and Howorth (n 19) 19.  
161 Ekanem (n 143) 124-25. 
162 Peel, Wilson and Howorth (n 19) 19-24.  
163 Alejandro Drexler, Greg Fischer and Antoinette Schoar, ‘Keeping it simple: Financial literacy and rules 

of thumb’ (2014) 6(2) American Economic Journal: Applied Economics, 1-31, 13; Ekanem (n 143) 125. 
164 Belle Isle and Freudenberg (n 5) 514; Peel, Wilson and Howorth (n 19) 19.  
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and making payment for those activities, or in managing cash once received, may not be 

actively conducted.165 This might be explained in part by the SBOs’ perceptions about 

the efficiency and effectiveness of their own cash flow management systems.166 If SBOs 

believe that their systems are adequate at some point earlier in time, a resultant action 

might be to disengage or not to re-evaluate the effectiveness of their cash flow 

management over the business life cycle.  

The skill strengths of SBOs at the commencement of their business can revolve 

around the technical skills that the owner possesses.167 Research suggests that SBOs not 

related to finance or accounting lack financial management skills at the start-up of their 

business.168 Research has proposed that liquidity management should be regarded as 

important at the start and throughout the growth of the business.169 Advances or 

procurements of new liquidity management skills are adopted with time and business 

development.170 This often occurs as a result of external events or of stakeholders who 

force SBOs to learn new procedures and routines.171 For example, a bank may require 

such statements when an SBO applies for a business loan. For those who have never 

prepared a cash budget or business plan for an external party, this may result in some 

SBOs never becoming aware of all of the activities required to implement effective and 

efficient cash flow management practices.172 

The level of proficiency of the SBO in relation to cash flow management is not 

solely reflective of the owners’ abilities and capacity.173 Cash flow management practices 

can be influenced by the SBOs’ attitude or by the value they place on having effective 

procedures within their business.174 Results from previous research demonstrated that the 

majority of SBOs undervalue the importance of cash flow management practices in their 

business decision making, placing more value on information gathered from market 

research.175 Peel, Wilson and Howorth176 found that management of cash and credit was 

 
165 Belle Isle and Freudenberg (n 5) 514; Peel, Wilson and Howorth (n 19) 19. 
166 Australian Taxation Office, ‘Small Business Engagement 2017’ (5 April 2018), 36 (‘ATO SB 

Engagement’). 
167 DeThomas and Fredenberger (n 27). 
168 Peel, Wilson and Howorth (n 19) 19. 
169 Ibid.  
170 Deakins, Morrison and Galloway (n 23) 9.  
171 Ibid 15-6. 
172 Ibid. 
173 Halabi, Barrett and Dyt (n 6) 169. 
174 Ibid. 
175 Holmes and Nicholls (n 24) 59; Peel, Wilson and Howorth (n 19) 24. 
176 Peel, Wilson and Howorth (n 19) 31-2. 
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rated last of all management functions, and only a minority of business owners identified 

any benefit from acquiring any form of cash management training. SBOs appear to adopt 

a minimum standard rather than attempting to achieve a level of best practice.177 This 

may be a result of SBOs being both naïve about the benefits of having an effective cash 

flow management system in place and how the implementation of one can be achieved.178 

It might also reflect the perceived value (or lack of value) that SBOs place on such 

practices. 

Recent research by the ATO has highlighted that advisors (more specifically tax 

agents) believe that, with the exception of tax-related advice, small businesses need more 

assistance with cash flow than with any other area of non-tax-related advice.179 Other 

areas where experts perceived that SBOs needed guidance included financial 

management, record keeping, business planning and staff-related advice.180  

2.3.2 The interaction of cash flow and taxation obligations for small business 

Research into the effect of taxation on small business has been a popular research 

topic over the last three decades.181 The majority of this research focused on the impact 

of compliance and administration costs for small businesses,182 identifying that although 

taxation is burdensome for small business in terms of compliance costs, benefits may 

arise in relation to compliance.183 These benefits include both cash flow and managerial 

benefits (which since the introduction of the GST can include the adoption of CAS).184 

Managerial benefits can be realised through regular recording of tax-related transactions. 

In essence, the benefit arises from the ability to make more informed decisions and from 

having up-to-the-minute data available as a consequence of compliance with tax 

 
177 Deakins, Morrison and Galloway (n 23) 9; Ekanem (n 143) 135. 
178 Deakins, Morrison and Galloway (n 23) 11.  
179 ATO SB Engagement (n 166) 14. 
180 Ibid. 
181 Chittenden, Kauser and Poutziouris (n 45); Evans et al. (n 45); Glover and Tran-Nam (n 45); Lignier 

and Evans (n 35); Lignier, Evans and Tran-Nam (n 45); Makara and Rametse (n5); OECD Taxation of 

SMEs (n 101); Ritchie (n45); Sandford, Godwin and Hardwick (n 45); Wallschutzky and Gibson (n 2). 
182 Chittenden, Kauser and Poutziouris (n 45); Evans et al. (n 45); Glover and Tran-Nam (n 45); Lignier 

and Evans (n 35); Lignier, Evans and Tran-Nam (n 45); Rametse et al. (n5); Ritchie (n45); Sandford, 

Godwin and Hardwick (n 45); Wallschutzky and Gibson (n 2). 
183 Glover and Tran-Nam (n 45); Rametse et al. (n5); Mark Reynolds, ‘Report on the GST Compliance 

Costs for Independent Grocers’ (National Association of Retail Grocers of Australia Pty Ltd, 2001); Cedric 

Sandford, Michael Godwin, Peter Hardwick and Ian Butterworth, Costs and Benefits of VAT (Heinemann 

Educational Books, 1981). 
184 Glover and Tran-Nam (n 45); Nahida Faridy, Brett Freudenberg and Tapan Sarker, ‘What’s in it for 

Me? The Potential for Managerial Benefits to Improve Tax Compliance’ (2018) 33(2) Australian Tax 

Forum, 307-342; Lignier and Evans (n 35); Reynolds (n 183). 
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obligations.185 In effect, receipt of any benefit is posited as being capable of reducing the 

cost burden of compliance.186 However, few studies have investigated the interplay of 

small business cash flow and taxation.187 Research has suggested that the cash flow of 

small businesses is influenced by tax systems, both in Australia and throughout the 

world.188 This influence could be both positive and negative. One positive influence of 

the tax system is the possible managerial benefits that may arise by having to complete 

reporting in a timely manner.189  

Researchers have proposed that cash flow stability has a negative relationship with 

tax liabilities.190 In the UK the largest reported reason for small business failure was an 

inability to settle outstanding tax debts.191 Of course, these businesses with outstanding 

tax debts could have been insolvent for years and had used their unpaid taxes to pay off 

other creditors. In a sense, the relevant tax authority can be used as an unofficial line of 

credit. Businesses may choose not to pay their taxes when due and instead pay other 

creditors, especially those who are essential to the continuing operations of the business 

(such as those supplying inventory or materials). Findings in France and the UK 

suggested that cash flow is negatively impacted by tax systems that are paid in advance, 

whereas taxes that are held and paid at a later date could be beneficial to cash flow.192 

When taxes are held and paid sometime in the future, this could allow businesses to 

legitimately use their outstanding tax liabilities as an easy source of finance to fund other 

aspects of their operations (i.e. use of the GST collected to pay off other creditors).193 A 

study in New Zealand suggested that small businesses incur late tax payment penalties in 

an attempt to improve their business cash flow.194  

 
185 Faridy, Freudenberg and Sarker (n 184). 
186 Glover and Tran-Nam (n 45); Lignier and Evans (n 35); Reynolds (n 183). 
187 Ahmed and Braithwaite (n 9); Belle Isle, Freudenberg and Copp (n 4); Evans, Carlon and Massey (n 

12); Wallschutzky and Gibson (n 2). 
188 Ahmed and Braithwaite (n 9); Belle Isle, Freudenberg and Copp (n 4); Evans, Carlon and Massey (n 

12); Lignier and Evans (n 35); Messina and Walton (n 47); Sandford et al. (n 183); Wallschutzky and 

Gibson (n 2). 
189 Lignier (n 42). 
190 Drever and Hutchinson (n 154) 64-5 and 74; Ness (n 11); Mervi Niskanen and Jyrki Niskanen, ‘Small 

Business Borrowing and the Owner-Manager Agency Costs: Evidence on Finnish Data’ (2010) 48(1) 

Journal of Small Business Management, 16-31, 17. 
191 Ahmed and Braithwaite (n 9) 554; Evans, Carlon and Massey (n 12) 290.  
192 Messina and Walton (n 47).  
193 Belle Isle, Freudenberg and Copp (n 4); Elisabeth Poppelwell, Gail Kelly and Xin Wang, ‘Intervening 

to Reduce Risk: Identifying Sanction Thresholds Among SME Tax Debtors’ (2012) 10(2) eJournal of Tax 

Research, 403-435. 
194 Poppelwell, Kelly and Wang (n 193) 405.  
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In Australia, the effect that taxation has on small business cash flow is conflicting, 

according to the research findings. While some research suggests that Australian small 

businesses are not unduly suffering from the impact of various forms of taxation,195 

opposing arguments suggest that cash flow is constantly impinged upon particularly when 

small businesses are responsible for paying their own taxes and collecting tax on behalf 

of others.196 Other business factors can be a contributing force regarding whether cash 

flow is influenced by taxation such as terms of trade, industry, cash flow management 

and low profit margins.197 Where tax liabilities are due and cash flow is short, small 

businesses have been known to use working capital funds to settle the tax liability.198 

SBOs have also suggested that the number of different tax obligations due within a short 

period of time is the cause of the cash flow problem.199 In 2017-18 small businesses 

earning less than $10 million were responsible for almost two-thirds of the total 

outstanding tax debt recognised with the ATO.200  

The Senate Economics References Committee (SERC)201 suggested that any tax 

would be an imposition on small business cash flow, although the study by Wallschutzky 

and Gibson202 argued that SBOs perceived only that the wholesale sales tax (WST) caused 

cash flow problems. Participants did not feel negatively about other Federal tax systems 

in place at the time of the research. The prominent issue identified by Wallschutzky and 

Gibson203 and by Belle Isle, Freudenberg and Copp204 in relation to the WST and GST 

respectively, was that income is generally earned and recognised at the time of invoicing 

(commonly known as the accruals method). However, payment from the debtor is often 

not received until sometime in the future. The time delay in the payment of the invoice 

means that the portion of tax held in income earned is not always received when the 

obligation to pay the tax to the ATO arises. This is especially relevant to those businesses 

using an accruals (non-cash) method to account for their tax liabilities. In contrast, those 

businesses using the cash method of accounting would not recognise a GST liability until 

 
195 Belle Isle, Freudenberg and Copp (n 4) 424; Evans, Carlon and Massey (n 12) 310. 
196 Ahmed and Braithwaite (n 9); OECD Taxation of SMEs (n 101) 90. 
197 Belle Isle, Freudenberg and Copp (n 4) 424; Evans, Carlon and Massey (n 12) 310. 
198 Evans, Carlon and Massey (n 12) 288. 
199 Evans, Carlon and Massey (n 12) 289; Messina and Walton (n 47).  
200 Australian Taxation Office, ‘Management of Small Business Tax Debt’ (30 May 2019) (‘ATO Tax 

Debt’). 
201 Senate Economics References Committee, ‘A Question of Balance: The Tax Treatment of Small 

Business’ (28 June 1995) 7.1. 
202 Wallschutzky and Gibson (n 2). 
203 Ibid. 
204 Belle Isle, Freudenberg and Copp (n 4) 424.  
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payment for goods and services supplied is received from the debtor (see page 37 for a 

more detailed explanation of cash method of accounting). The impact on cash flow for 

those on a non-cash method can be further exacerbated by the ‘sharp’ payment practices 

of some debtors. For example, the Australian Small Business and Family Enterprise 

Ombudsmen found that debtors (particularly large businesses) would not pay their bills 

to small business creditors on time.205  

The current Australian Federal tax systems that relate to the majority of small 

business tax payers include FBT,206 GST,207 income tax,208 PAYG withholding209 and 

SG.210 Although it is acknowledged that SG is not technically a tax system, it is included 

in this research because it is a regular obligation for businesses with employees and the 

calculation of the liability is reliant on the expenditure of the PAYG withholding system. 

All of these tax systems have the liability incurred and held by the taxpayer or tax 

collector, and are paid sometime in the future.211 However, a number of these tax systems 

require taxpayers to pre-pay amounts in advance in the form of instalments.212 Part of the 

logic of pre-instalments is to reduce the potential of a large tax liability at the end of the 

reporting period by instead paying regular contributions towards a predicted tax liability 

throughout the year. The pre-instalment value is based on previous earnings or tax 

liabilities from prior tax periods. Pre-instalments are required for income tax213 and 

FBT214 if a taxpayer has previously submitted a return for these tax systems. Also, a 

GST215 instalment can be paid quarterly for complying entities. There is no known 

research into the effect that tax pre-instalments have on cash flow stability in Australia. 

Of further interest is the multitude of payments that are required to be made in order to 

adhere to the compliance requirements of the five Federal tax systems listed. As 

 
205 Australian Small Business and Family Enterprise Ombudsman, Payment Times and Practices Inquiry – 

Final Report (April 2017). 

<https://www.asbfeo.gov.au/sites/default/files/ASBFEO_Payment_Times_and_Practices%20Inquiry_Rep

ort.pdf>. 
206 FBT Act (n 54). 
207 GST Act (n 41). 
208 ITAA97 (n 56). 
209 PAYG Act (n 93). 
210 SG Act (n 58). 
211 GST Act (n 41) s 27-5, s 27-10, s 27-15, s 27-30, s 33-3 and s 33-5; PAYG Act (n 93) s 6-5(2); FBT Act 

(n 54); ITAA97 (n 56)  s 5-5; SG Act (n 58) s 46. 
212 GST Act (n 41) s 162-70; PAYG Act (n 91) s 6-5(3); FBT Act (n 54) s 102 and s 103. 
213 PAYG Act (n 93) s 6-5(3). 
214 FBT Act (n 54) s 102 and s 103. Note instalments for FBT are only payable if the entities previous years 

FBT liability was greater than $3000.  
215 GST Act (n 41) s 162-70 
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illustrated in Table 2.2, payments can range from being due 5 up to 26 times throughout 

each calendar year, dependent on whether businesses report annually, quarterly or 

monthly and whether they are affected by all five tax systems. It should be highlighted 

that these obligations relate only to the five tax systems in this project. Individual 

businesses may have a multitude of other tax obligations that could increase the frequency 

and variance of their business reporting and payment requirements. In overseas countries, 

cash flow difficulties in small businesses have been associated with the number of taxes 

that must be complied with, along with the multiple deadlines for tax payments in any 

given year.216 

 
216 OECD Taxation of SMEs (n 101) 90. 
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Table 2.2. Tax payment dates dependent on registration status of business 

Obligation Complied by Due Date 

Activity Statement December Monthly registered  21st January  

FBT third instalment Some FBT entities 21st January 

Super Guarantee October-December All 28th January 

Activity Statement January Monthly registered  21st February 

Activity Statement October- December Quarterly registered 28th February 

PAYG Instalment October-December All employing 28th February 

GST Instalment October-December All GST registered 28th February 

Income Tax return  Self-preparing entities 28th February 

FBT third instalment For deferred BAS FBT payers 28th February 

Activity Statement February Monthly registered  21st March 

Activity Statement March Monthly registered  21st April 

FBT fourth instalment Some FBT entities 21st April 

Activity Statement January-March Quarterly registered 28th April 

PAYG instalment January-March All employing 28th April 

GST instalment January-March All GST registered 28th April 

Super Guarantee January-March All 28th April 

FBT fourth instalment For deferred BAS FBT payers 28th April 

2019 Fringe Benefits payment All affected by FBT 21st May 

Activity Statement April Monthly registered  23rd May 

Activity Statement May Monthly registered  21st June 

Activity Statement June Monthly registered  21st July 

FBT first instalment Some FBT entities 21st July 

Activity Statement April-June Quarterly registered 28th July 

PAYG instalment April-June All employing 28th July 

GST instalment April-June All GST registered 28th July 

Super Guarantee April-June  All 28th July 

FBT first instalment For deferred BAS FBT payers 28th July 

Activity Statement July Monthly registered  21st August 

Activity Statement August Monthly registered 21st September 

Activity Statement September Monthly registered 21st October 

FBT second instalment Some FBT entities 21st October 

Activity statement July-September Quarterly registered 28th October 

PAYG instalments - final payment All employing 28th October 

GST instalment July-September All GST registered 28th October 

Super Guarantee July-September All 28th October 

FBT second instalment For deferred BAS FBT payers 28th October 

Income Tax return  Individual, Partnership & Trust 31st October 

Activity Statement October Monthly registered 21st November 

Activity Statement November Monthly registered 21st December 

Adapted from ATO website: https://www.ato.gov.au/business/reports-and-returns/due-dates-for-lodging-and-paying/ 



 

Chapter 2: Literature review 35 

A brief overview follows of the five Federal taxes that are considered in this 

research: income tax, PAYG withholding; GST; FBT and SG.  

Income tax 

Income Tax in Australia is governed principally under two forms of legislation: the 

Income Tax Assessment Act 1997217 and the Income Tax Assessment Act 1936218 (the 

‘Income Tax Acts’), plus considerable case law. Regardless of the business structure, the 

taxpayer will fall within the Income Tax Acts. Tax rates vary according to the business 

structure utilised. For example, tax rates for individuals are contained in the Income Tax 

Rates Act 1986 (Cth)219 and would be relevant when calculating all income earned by a 

sole trader, or by an individual with income flowing from a Partnership or Trust.220 

Individual tax rates differ for resident and non-resident taxpayers.221 

For companies, the separate legal entity principle applies in Australia: as a result 

the company pays tax based on its own assessable income less allowable deductions. 

Since 2001/02, a single flat company tax rate of 30% has applied. 222 However, reduced 

rates for small business entities were introduced for 2015/16 of 28.5% for companies with 

an aggregated turnover of less than $2 million. This rate has further decreased, with the 

aggregated turnover threshold increased to 26% and $50 million in the 2020-21 tax year, 

respectively. 

PAYG instalment 

A PAYG instalment is a payment made in advance to reduce the tax payable on 

expected annual taxable income. PAYG instalments are payments that relate to the 

taxable income of companies and superannuation funds with a notional tax223 of $500 or 

more in the current income tax year.224 Trusts and individuals may also be required to pay 

a PAYG instalment if they reported a gross business income of $4,000 or more in the last 

tax return that was lodged with the ATO.225 Entering the PAYG instalment system can 

 
217 ITAA97 (n 56). 
218 ITAA36 (n 56). 
219 Income Tax Rate Act 1986 (Cth) (‘ITR Act’). 
220 Ibid s 12(1). 
221 Ibid. 
222 ITR Act (n 219) s 23(2), s 24, s 25.  
223 Notional tax is an estimate of tax payable in the current financial year excluding capital gains tax (unless 

the entity is a superannuation fund or self-managed super fund, then capital gains are generally included).  
224 PAYG Act (n 93) s 6-5(3). 
225 PAYG Act (n 93) s 45-10; A full list of entities that PAYG Instalments applies to can be found in 

ITAA97 (n 56) s 9-1. 
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be either automatic or voluntary. Automatic entry will be activated on lodgement of a tax 

return that is above the threshold of any of the tax entities discussed. Voluntary entry is 

available to entities that expect to realise a profit and that consciously apply to make a 

regular payment towards a forecasted tax liability in anticipation of a profit. PAYG 

instalments are payable quarterly on the 21st of each of the months of October, January, 

April and July.226 

PAYG withholding 

PAYG withholding tax is a liability that relates to payments an entity makes to 

employees227 and businesses that have not provided an Australian Business Number 

(ABN) when entering a trade arrangement with that particular entity.228 The role of the 

paying entity is to act as a tax collector on behalf of the ATO on income payments to 

these taxpayers. The logic of PAYG withholding is to reduce the potential of a large once-

a-year payment and instead to break it up by essentially making pre-instalments on behalf 

of employees. PAYG withholding tax is withheld in accordance to the marginal tax rates 

that apply to that individual employee.229 For businesses that do not provide an ABN, the 

paying entity will be required to withhold an amount equivalent to the top marginal tax 

rate for individuals plus the Medicare levy. The tax liability relevant to employees and 

other businesses is then held by the paying entity, and paid and reported at a later date to 

the ATO, generally every quarter (see Table 2.2).230 

Goods and services tax 

The GST is a multi-staged broad-based consumption tax, with tax collected at more 

than one stage of the production and distribution chain.231 Generally, in Australia, each 

stage of the supply of goods and services has GST liability imposed if recorded as a 

Taxable Supply or Taxable Importation.232 A GST input tax credit is available to GST 

 
226 An annual instalment is available to taxpayers that satisfy the conditions in PAYG Act (n 93) s 45-140.  
227 PAYG Act (n 93) s 12-35- s 12-45. 
228 PAYG Act Sub Div 12-E. 

Note: Entities may also be required to withhold amounts on behalf of contractors they engage with, if that 

contractor has requested that the entity do so by entering into a voluntary agreement. There are also other 

payments that an entity might be required to withhold tax depending on the circumstances of the payee 

including some investment, dividend, interest, royalty, annuities and super income stream payments, plus 

payments to foreign residents, Australian residents working overseas and beneficiaries of closely held 

trusts: see the list PAYG Act (n 93) s 10-5. 
229 ITR Act (n 219) s 12(1). 
230 PAYG Act (n 93) Div 16 
231 Sandford et al. (n 183). 
232 There are a number of categories of supplies that are not subject to GST as they provide GST Free 

supplies (eg. Health and Education) or GST Input Taxed supplies (eg. Financial Supplies). 
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registered enterprises if they have made a creditable acquisition or creditable 

importation233 

GST registration is mandatory for enterprises with a turnover234 of $75,000235 or 

more, although voluntary registration is available to enterprises below this threshold.236 

Accounting for GST can be on a cash or non-cash basis.237 Pursuant to the cash basis, 

GST is attributed to the period of payment for goods or services but only to the extent of 

the payment.238 GST for a non-cash basis (also known as accruals) is recognised in the 

period where the earlier of either an invoice being generated or a payment being 

received.239 Cash accounting is only available to micro businesses with an annual 

turnover of less than $2 million or who use a cash basis for income tax purposes.240 Non-

cash accounting is available to all registered entities: even those eligible to report on the 

cash method can elect to use non-cash.241  

Determining the net amount of GST liability in a reporting period is calculated 

using total GST liability minus input tax credits.242 GST is the sum of all GST liability on 

taxable supplies243 and taxable importations244 attributable to the tax period, less the input 

tax credits on creditable acquisitions245 and creditable importations246 that are attributable 

to the tax period. The tax period for GST can be either monthly, quarterly or yearly, and 

is determined predominantly by aggregate turnover; however, businesses can apply to the 

Commissioner for the election of an alternative tax period.247  

Monthly tax periods are mandatory for businesses with an annual turnover of $20 

million or more.248 Payments and reporting are due within 21 days of the following 

 
233 GST Act (n 41) s7-5.  
234 GST turnover is determined by the current and projected year earnings. If earnings are (in the current 

year) or expected to be (in the preceding year) greater than $75000, an entity will be required to register for 

GST see GST Act (n 41) s 188-10 and s 195-1. 
235 Non-profit bodies registration is required for >$150,000 see GST Act (n 41) s 23-15(2) item b. 
236 GST Act (n 41). 
237 Ibid Div 29.  
238 Ibid s 29-5 (2) and s 29-10 (2).  
239 Ibid s 29-5 (1) and s 29-10 (1). 
240 Ibid s 27-40 and s 195-1. 
241 Ibid s 27-5.  
242 See the formula in GST Act (n 41) s 17-5. 
243 GST Act (n 41) s 9-5. 
244 Ibid.  
245 Ibid s 11-5. 
246 Ibid s 15-5. 
247 Ibid Div 27.  
248 Ibid s 27-15 item 3(a). 
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month,249 allowing these entities to hold the GST for up to 51 days.250 Entities with 

turnover from $2 million and less than $20 million have the option of quarterly payment 

and reporting (or monthly if they choose) of GST.251 Those earning below $2 million, 

however, can pay a quarterly instalment252 amount based on previous annual turnover.253 

Quarterly payments are due within 28 days of the month following the end of the 

quarter;254 effectively this allows businesses to hold ATO payments for up to 120 days255 

before the GST liability is due. 

Fringe Benefits Tax 

FBT is an employer obligation where tax is calculated on taxable benefits the 

employer provides to employees.256 Unlike salary or wages which are assessed to the 

employee,257 employers pay tax according to the taxable value of the benefit provided.258 

In total, there are 13 different fringe benefit classifications within the Australian FBT 

system,259 including cars, loan or debt waiver, housing, airline transport, entertainment, 

car parking and expense payment.  

Reporting for FBT, due on the 21st of May each year, is based on the FBT year of 

1 April – 31 March.260 This FBT reporting schedule is unique and does not align with any 

other tax reporting obligations for businesses. The tax rate for FBT is calculated according 

to the highest marginal income tax rate plus the Medicare Levy rate.261 FBT liability is 

paid annually unless an entity reports an FBT liability of $3,000 or more. A $3,000 FBT 

liability in any year will activate the FBT instalment threshold and the employer will be 

required to pay a quarterly FBT instalment based on a notional tax amount.262 This 

 
249 Ibid s 31-10 (1). 
250 Where an invoice is generated on the first day of the reporting period. 
251 Ibid s 31-8 and s 195-1. 
252 Exception is given to Primary Producers and special professionals who are only required to pay to 

installments annually.  
253 GST Act (n 41) s 162-15. Except for those that are not required to be registered. Those entities are able 

to make an annual tax period election see GST Act (n 41) s 151-5. 
254 Except in the December quarter where payment is due 8 weeks later (28th February). 
255 Where an invoice is generated on the first day of the reporting period; Liability could be held for 151 

days in the December quarter. This allows for the number of holidays that occur in December and January 

in Australia.  
256 FBT Act (n 54) s 136(1), s 138B.  
257 Ibid s 136(1).  
258 Ibid s 66. 
259 FBT Act (n 54) Part 3; Australian Taxation Office, ‘Fringe Benefits Tax - A Guide for Employers’ 

(2019). 
260 FBT Act (n 54) s 68, s 136(1). 
261 Ibid s 6. 
262 Ibid s 102, s 110. 
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notional amount is primarily based on the FBT liability in the previous year and is 

apportioned to four equal instalment payments that are due on the 21st day of each of the 

months of October, January, April and July.263 Any FBT liability paid by an employer is 

then available as an income tax deduction, along with the cost of providing the fringe 

benefit itself. 

Superannuation Guarantee 

The Australian Government implemented a compulsory Superannuation Guarantee 

Levy in 1992.264 This compulsory obligation was imposed on employers, who are 

required to make regular SG payments on behalf of most of their employees.265 Initially, 

the SG rate was 3% of ordinary time earnings.266 However, this rate has increased 

progressively to 9% over a 10-year period up until 2002.267 In 2010, the Government 

proposed further increases to the rate and as a result, the current rate is 9.5%. From the 

2021/22 year, it is proposed that the SG rate will increase by 0.5% each year until it 

reaches 12% in 2025/26.268 

An obligation to pay SG arises for employers once an employee earns a gross 

income of $450 or more in a calendar month;269 and if an employee is less than 18 years 

of age they must also work for 30 or more hours per week.270 SG contributions are 

required to be paid at least each quarter.271 Payments must be remitted to complying 

superannuation funds or retirement savings accounts by the 28th day of October, January, 

April and July (i.e. the 28 days after the last day of each quarter).272 Provided it is correctly 

calculated and paid on time, an income tax deduction is available to the employing entity 

in the income year that the payment is made.273 If the payment is late or underpaid, the 

payment may be non-deductible and becomes known as the Superannuation Guarantee 

 
263 Ibid s 110. 
264 SG Act (n 58). 
265 Ibid s 12. 
266 Ibid s 6, s 11, s 27: Note: Ordinary Time Earnings includes a salary or wage payment plus any over-

award payments, commissions, shift loading, annual leave loading.  
267 David Gruen and Leigh Soding, ‘Compulsory Superannuation and National Saving’ in Economic and 

Social Outlook Conference (Economic Round-up, 2011), 45-56, 48. 
268 SG Act (n 58) s 19(2). 
269 Ibid s 27(2). 
270 Ibid s 28. Note: SG would not be payable for any weeks that a minor did not work more than 30 hours, 

regardless of whether the gross income was $450 in the calendar month. 
271 SG Act s 6; Superannuation Guarantee Charge Act 1992 (Cth) s 5 (‘SGC Act’). 
272 SG Act (n 58) s 6, s17; SGC Act (n 271) s5. 
273 ITAA97 (n 56) ss 290-60(1)-(3). 
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Charge.274 If there is a late payment of lodgement, then additional interest and penalties 

can apply. 

2.4 OWNER LITERACY 

Small business failure has been affiliated with several barriers in the business 

environment including financial constraints, market imperfections, resource restrictions, 

inadequate technical expertise and limited managerial skills.275 The inability of the SBO 

to recognise the influence of these barriers on their business can cause further detrimental 

consequences. This is particularly relevant given the central role played by the SBO in 

their business operations. Some of these barriers are outside of the control of the SBO. 

For example, in Australia, small business financial constraints were evident during the 

global financial crises.276 However, many internal barriers could potentially be overcome 

by an increased level of SBO literacy.277 Literacy develops in individuals from infancy.278 

In general, literacy is an individual’s understanding or knowledge of words, symbols and 

arithmetic operations and their ability to use that knowledge in an everyday sense to 

support or measure commonplace decisions.279  

Literacy can be extended to include the specific circumstances of the individual. 

For example, there are extended definitions for literacy in respect of finances, information 

technology, taxation, accounting, statistics and health, plus others that develop over 

time.280 A business owner may need to possess many different literacy skills to manage a 

business. This could be problematic for SBOs, considering that they are often the sole 

decision maker in all areas of the business, which effectively requires their literacy to be 

multifaceted. From a cash flow management perspective, SBO literacy skills could relate 

 
274 Note; The Superannuation Guarantee Charge is made up of the late or underpayment plus interest and 

an administration fee.  
275 Dedy Suahputra Sijabat and Taufik Fathurohman, ‘The Relationship of MSME Owners Financial 

Literacy Score and MSME's Performance: Case Study of MSME's in School of Business and Management 

Bandung Institute of Technology’ (2017) 2(1) Journal of Innovation, Business and Entrepreneurship, 23-

37. 
276 Belle Isle, Freudenberg and Copp (n 4). 
277 Sandra J. Huston, ‘Measuring financial literacy’ (2010) 44(2) Journal of Consumer Affairs, 296-316. 

Note: In recent times the notion of ‘capability (compared to literacy) has arisen, as capability covers not 

only a person’s understanding something but also the confidence and capability to actual use that 

knowledge. This is discussed more in details later.  
278 Ibid. 
279 Reva Berman Brown, Mark N.K. Saunders and Richard Beresford, ‘You owe it to Yourself: The 

Financially Literate Manager’ (2006) 30(2) Accounting Forum, 171-191; Huston (n 277) 306. 
280 Huston (n 277) 307.  
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to finance, taxation, information technology, cash management, economics and 

accounting. 

Defining the exact literary requirements of SBOs in order to effectively manage 

cash flow could be a challenging exercise due to the heterogeneity of the small business 

sector. The level of literacy held by SBOs could be wide ranging as a result of education, 

experience and social backgrounds. For migrant SBOs, their level of literacy could be 

further restrained by the challenges from having English as a second language.281 For the 

management of cash flow, this research focuses on the literacy of SBOs in terms of 

professional financial literacy, CAS literacy and business tax literacy. The importance of 

literacy in these areas is investigated further hereby exploring existing literature and 

highlighting areas of research that require further investigation.  

2.4.1 Professional Financial Literacy 

This research has adopted the term ‘financial literacy’: this term should not be 

confused or interchanged with ‘financial knowledge’.282 Financial knowledge is 

recognising what is required in order to be financially stable, whereas financial literacy 

is having the capacity and confidence to apply that knowledge to financial decisions.283 

Having financial literacy skills is an essential basis for both avoiding and solving financial 

problems.284  

There are numerous definitions of financial literacy. Worthington285 defined 

financial literacy as the ability to make informed judgements and effective decisions in a 

financial situation especially in relation to saving, investing and debt control. Redmund286 

suggested that financial literacy is the degree to which an individual understands key 

financial concepts and possesses the ability and confidence to manage their personal 

finances through the appropriate short-term decision making and sound long-range 

financial planning. From these two definitions alone, we can infer that financial literacy 

 
281 L Chen, E Sinnewe and Michael Kortt, Evidence of Migrant Business Ownership and 

Entrepreneurship in Regions (Regional Australia Institute, 2018) 8. 
282 Huston (n 277) 296-307.  
283 Huston (n 277) 296-310; Worthington (n 25) 6. 
284 Sonia Marcolin and Anne Abraham, ‘Financial literacy research: current literature and future 

opportunities’ in P. Basu, G.O'Neill and A. Travaglione (eds), Proceedings of the 3rd International 

Conference on Contemporary Business, Leura NSW, 21-22 September 2006, Australia: 3.  
285 Andrew Worthington, ‘Financial Literacy in Australia’ in Accounting and Finance Association of 

Australia and New Zealand Conference (John Wiley & Sons Australia Ltd, 2005). 
286 David L. Remund, ‘Financial Literacy Explicated: The Case for a Clearer Definition in an Increasingly 

Complex Economy’ (2010) 44(2) Journal of Consumer Affairs, 276-295. 
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relates to an individual’s financial confidence, decision-making ability and knowledge of 

the necessary financial concepts in order to carry out both short-term and long-term 

financial planning.  

Knowledge of the necessary financial concepts for a person’s individual needs 

could also be described as ‘financial capability’ and more recently it is also known as 

‘financial wellbeing’. Financial capability is a broad concept which encompasses 

individuals’ personal characteristics, financial skills and attitudes as well as the influence 

of various factors in their micro and macro environment on their financial decision 

making.287 Activities that have been associated with financial literacy and financial 

capability for individuals include daily money management, financial product 

knowledge, financial planning, and keeping informed on financial issues.288  

Limitations in financial literacy can have both immediate and long-term effects on 

an individual’s economic well-being.289 Low levels of financial literacy are associated 

with poor financial decision making. International and Australian research suggests that 

individuals with limited financial literacy will possess certain demographics: for example, 

those aged less than 25 years, low numeracy skills, no tertiary education, a level of income 

of less than $25000, minimal savings and investments, blue collar occupation, being 

female and being of an ethnic minority.290 Higher levels of financial literacy have been 

associated with demand for financial services, provision of incentives to open savings 

accounts and education in basic financial concepts.291  This is broadly supported by recent 

research in Australia, where individuals identified as having the highest levels of financial 

literacy possessed one or more of the following characteristics: a tertiary education, 

professional occupation, business owner, member of a couple with no children.292 It has 

also been suggested that personal financial skills and knowledge are acquired through 

trial and error.293 Australian research has suggested that individuals aged between 45 and 

 
287 Brackin (n 83) 22; Huston (n 277) 297; Pushpa Wood and Jason Paul Mika, ‘Te Manu La Rere: Fostering 

Maori Enterprise Financial Capability’ (Westpac Massey Financial Education Centre and Te Au Rangahau 

Maori Business and Leadership Research Centre, 2018). 
288 Wood and Mika (n 287) 11.  
289 Sandra Braunstein and Carolyn Welch, ‘Financial Literacy: An Overview of Practice, Research, and 

Policy’ (2002) Nov (88) Federal Reserve Bulletin, 445-457, 445. 
290 The Social Research Centre, ‘ANZ Survey of Adult Financial Literacy in Australia’ (May 2015) 2; 

Drexler, Fischer and Schoar (n 163) 1-2. 
291 Drexler, Fischer and Schoar (n 163) 5. 
292 The Social Research Centre (n 290). 
293 Marcolin and Abraham (n 284) 7. 
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49 years are the age group with the highest levels of financial literacy.294 This may be 

attributed to having been exposed to various financial products and services throughout 

their adult life and also to still being actively employed in the workforce (not past 

retirement age). However, for a business owner, financial literacy and capability extend 

beyond the requirements needed for an ordinary individual not engaged in business 

activities. 

Business owners have been identified as having greater financial literacy than other 

groups of individuals. This includes SBOs, who have a higher level of financial awareness 

in comparison to other individuals.295 However, the financial literacy required for 

individual success is not as comprehensive as that required to operate a small business. 

Previous research has suggested that SBOs lack the required level of financial literacy to 

make important financial decisions for their business.296  

Recent research has suggested that low levels of financial literacy can be illustrated 

by the inability of the SBO to make effective financial choices and to implement adequate 

financial management systems in their business.297 However, it is posited that cash flow 

management requires a more comprehensive set of literacy concepts than financial 

literacy alone.   

The level of financial literacy required can depend upon an individual’s role in a 

specific situation. For example, the financial literacy expected of 

directors/owners/managers has been described as professional financial literacy, which 

includes understanding financial statements, the ability to implement and sustain effective 

cash flow management processes, implementation of internal control mechanisms and 

corporate governance.298 The level of professional financial literacy held by the SBO is a 

critical part of ensuring the solvency of the business.299 Solvency is achieved through 

careful cash planning and control, which requires the owner to understand the financial 

position and activities of the organisation.300 Professional financial literacy of SBOs can 

impact firm growth and productivity: those with higher levels of financial literacy have 

 
294 Ibid 3.  
295 Berman Brown, Saunders and Beresford, (n 279) 188. 
296 Drexler, Fischer and Schoar (n 163) 1-2. 
297 Suahputra Sijabat and Fathurohman (n 275). 
298 Worthington (n 25) 5. 
299 Berman Brown, Saunders and Beresford (n 279) 179-80.  
300 DeThomas and Fredenberger (n 27) 21. 
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been known to be more effective when using financial products, and are more engaged in 

using and offering trade credit.301   

The professional financial literacy of SBOs is important for small businesses when 

competing in the marketplace. Their larger competitors are more likely to employ experts 

in the fields of accounting or finance to propose financial decisions and implement 

effective cash flow management practices.302 In contrast, the small business may rely on 

the knowledge and abilities of the SBO, or of an external advisor who is afforded a snap-

shot view of the individual business situation.303 This means that, in order to remain 

solvent in the market, SBOs need adequate financial foundations that allow them to make 

smart financial decisions. They also need to implement strategic business plans that allow 

them to recognise risk, maintain cash flow and utilise assets to ensure maximum profit 

generation.304 This can be a tough ask, as SBOs are multitasking in their business and 

carrying out a multitude of roles from primary generator of income, human resource 

manager and administration assistant to financial controller.  

It is suggested that SBOs having adequate professional financial literacy can assist 

with everyday functions in the workplace. The understanding of financial statements is a 

component of professional financial literacy. Important skills for professional financial 

literacy may include reading and understanding Balance Sheets, Income Statements, Cash 

Flow Statements305 and preparation of a Cash Budget.306 It also includes the ability for 

 
301 Miriam Bruhn and Bilal Zia, ‘Stimulating Managerial Capital in Emerging Markets: The Impact of 

Business Training for Young Entrepreneurs’ (2013) 5(2) Journal of Development Effectiveness, 232-266, 

234 and 238. 
302 Jack Foley, ‘We Really Need to Talk About Owner-Managers and Financial Awareness!’ (2018) 25(1) 

Small Enterprise Research, 90-98. 
303 Ibid. 
304 Foley (n 302); Jacob Nunoo and Francis Kwaw Andoh, ‘Sustaining Small and Medium Enterprises 

through Financial Service Utilization: Does Financial Literacy Matter?’ (Presentation, Seattle, Washington, 

2012), 1-28; William T. Sucuahi, ‘Determinants of Financial Literacy of Micro Entrepreneurs in Davao 

City’ (2013) 1(1) International Journal of Accounting Research, 44-51; Sean Wise, ‘The Impact of 

Financial Literacy on New Venture Survival’ (2013) 8(23) International Journal of Business and 

Management, 30-39.  
305 The Australian Accounting Standards Board makes Accounting Standard AASB  107 Statement of Cash 

Flows under section 334 of the Corporations Act 2001 outlines the benefits of a statement of cash flows;  

A statement of cash flows, when used in conjunction with the rest of the financial statements, provides  

information that enables users to evaluate the changes in net assets of an entity, its financial structure  

(including its liquidity and solvency) and its ability to affect the amounts and timing of cash flows in order 

to adapt to changing circumstances and opportunities. Cash flow information is useful in assessing the 

ability of the entity to generate cash and cash equivalents and enables users to develop models to assess and 

compare the present value of the future cash flows of different entities. It also enhances the comparability 

of the reporting of operating performance by different entities because it eliminates the effects of using 

different accounting treatments for the same transactions and events. 
306 Berman Brown, Saunders and Beresford (n 279) 188. 
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SBOs to determine the limitations of their own financial ability and to know when it is 

necessary to seek advice if the information within the statements is confusing or 

inaccurate.307  

Preparation and use of financial statements can assist business owners to make more 

informed decisions and facilitates improved performance.308 Information from financial 

statements can illustrate the consequences of the business operations and the impact of 

previous financial decisions.309 Financial statements can be used to measure profitability, 

perform ratio analysis and assist with providing information to external stakeholders 

including financial institutions.310 An important advantage of the use of financial 

statements for small business is to provide up-to-date cash flow information. Cash flow 

records can have greater usefulness to small business than accrual information when 

determining solvency, as preparation of reports relevant to cash flow can provide a more 

accurate assessment of the present status of the business and can assist with implementing 

strategies to overcome any cash flow problems, provided these are done in a timely and 

accurate manner.311 

Regardless of the abundance of research suggesting that use of financial statements 

is valuable to the ongoing success of small business,312 it appears that small businesses in 

Australia and overseas make limited use of financial statements to assist them in 

managing their business.313 Although a large proportion of SBOs believe that evaluation 

and use of financial statements is their responsibility, previous research in Australia has 

suggested that only 20% of SBOs perform any form of ratio analysis, only 30% use 

reports for decision making, only 11% use the information to evaluate business 

performance and only 10% use current financial information for future plans or 

budgets.314 DeThomas and Fredenberger315 suggested that this limited use in Australia is 

 
307 Chukuakadibia E. Eresia-Eke and Catherine Raath, ‘SMME Owners’ Financial Literacy and Business 

Growth’ (2013) 4(13) Mediterranean Journal of Social Sciences, 397-406. 
308 Bruhn and Zia (n 301) 234 and 248. 
309 Ibid. 
310 Dyt and Halabi (n 27) 5; Halabi, Barrett and Dyt (n 6) 167.  
311 Divesh S. Sharma and Errol R. Iselin, ‘The Decision Usefulness of Reported Cash Flow and Accrual 

Information in a Behavioural Field Experiment’ (2003) 33(2) Accounting and Business Research, 123-135. 
312 DeThomas and Fredenberger (n 27); Dyt and Halabi (n 27); Halabi, Barrett and Dyt (n 6); Peel, Wilson 

and Howorth (n 19); Sharma and Iselin (n 311). 
313 DeThomas and Fredenberger (n 27); Dyt and Halabi (n 27); Halabi, Barrett and Dyt (n 6); Peel, Wilson 

and Howorth (n 19); Sharma and Iselin (n 311). 
314 Dyt and Halabi (n 27) 5; Halabi, Barrett and Dyt (n 6) 167. 

Note: Limitation of Australian research is that the number of participants were only 10.  
315 DeThomas and Fredenberger (n 27) 20. 
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due to the owners’ lack of understanding of how to analyse the figures within the 

statements and to their reluctance to seek help to do so from their accountant.316   

Responses from SBOs have indicated that the limited use of financial reports was a 

result of owners placing minimal significance on the information provided in the 

statement especially with regard to Income Statements and Balance Sheets.317 SBOs 

believed that the main purpose of record keeping and producing reports was for tax 

compliance requirements.318 That is there is a perceived lack of managerial benefit of the 

accounting records, let alone the tax records/returns. Prior compliance cost research has 

highlighted how compliance costs can be miscategorised as a tax cost when it is more a 

cost about basic record keeping for a business.319 Instead of financial statements, more 

importance can be placed by small businesses on remaining up to date with the cash at 

bank balance, as this figure is perceived to be a more accurate measure of performance.320 

Although SBOs identified cash to be essential for the survival of their business, research 

has suggested that they still did not see the importance of using financial reports such as 

a cash flow budget or a cash flow statement to provide cash related information.321 

Instead, the cash at bank balance is seen as a more readily reliable and accurate source of 

the business performance. 

Professional financial literacy also includes the ability of SBOs to implement 

effective cash flow management practices in their businesses. Effective cash flow 

management has been identified as keeping financial accounts, maintaining a business 

plan and a cash budget, keeping records of revenue, expenses, creditor and debtor 

invoicing and maintaining an inventory schedule.322 The processes and practices of how 

these activities are carried out in a small business are influenced heavily by the SBO. 

Sucuahi323 and Agyei-Menash324 suggested that management of cash flow in small 

 
316 DeThomas and Fredenberger (n 27) 20; Halabi, Barrett and Dyt (n 6) 171-74. 
317 Halabi, Barrett and Dyt (n 6) 171. 
318 Ibid 168. 
319 Chris Evans, Kate Ritchie, Binh Tran-Nam and Michael Walpole, ‘Taxation Compliance Costs: Some 

Recent Empirical Work and International Comparison’ (1998) 14 Australian Tax Forum, 93-122; Lignier 

and Evans (n 35).  
320 Halabi, Barrett and Dyt (n 6) 167-74.  
321 DeThomas and Fredenberger (n 27) 18-9. 
322 Drexler, Fischer and Schoar (n 163); Ekanem (n 143). 
323 Sucuahi (n 304). 
324 Ben Kwame, Agyei-Mensah, ‘Working Capital Management Practices of Small Firms in the Ashanti 

Region of Ghana’ (2010) 2(1) International Journal of Academic Research in Business and Social Sciences, 

567-583. 
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businesses is a spontaneous activity rather than one that is well planned. These informal 

practices can be factors contributing to business failure.325 Research has suggested that 

those SBOs who solely manage their own cash flow without the necessary competencies 

to do so have minimal or no cash reserves.326  

Girsh-Bock327 advocated that effective cash flow management should involve 

reconciliation of bank accounts on a timely basis, creation and adherence to a cash budget, 

management of cash disbursements and business expenses, analysis of both current and 

projected revenue, and ensuring that accounts receivable are collected within trading 

terms. Baker, Kumar and Singh328 suggested that SBOs should implement a cash 

management approach in their business. The cash flow management approach includes 

having a centralised group or individual who decides on all cash management decisions, 

ensuring that the business maintains an emergency cash flow reserve in the event that a 

financial crisis arises, paying outstanding debts in a prompt manner and managing cash 

flow by delaying the payment of obligations past their due date.329 From the literature it 

appears that effective cash flow management involves a set of activities that should be 

developed by the SBO to suit their individual circumstances that revolve around keeping 

financial accounts, maintaining a business plan and a cash budget, keeping records of 

revenue, expenses, creditor and debtor invoicing and maintaining an inventory schedule. 

However, it appears that there is a shortfall of resources that SBOs could make use of to 

implement an effective cash flow management system. This shortfall could be in terms 

of money, time and the ability of the SBO. An important notion is that the frameworks 

discussed are generally over 30 years old and do not reflect contemporary practices in 

today’s business environment, including the rise of technology, particularly CAS.330  

2.4.2 Computer Accounting Software Literacy 

In today’s business environment Information and Communication Technologies 

(ICT) are constantly evolving. Historically, large firms were the main player in the 

 
325 Dahmen and Rodríguez (n 114) 1; Eresia-Eke and Raath (n 307); Girsch-Bock (n 21) 10. 
326 Wood and Mika (n 287) 21. 
327 Girsch-Bock (n 21) 10. 
328 H. Kent Baker, Satish Kumar and Harsh Pratap Singh, ‘Working Capital Management: Evidence from 
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implementation of ICT due to the high cost in both hardware and software.331 With 

improved usability and technological advances, the cost has diminished dramatically.332 

As a result, ICT can be more affordable to all business sizes. While acknowledging that 

some ICT technology is more sophisticated, in general it could be suggested that there is 

a form of ICT to suit each type of user. Small businesses actively using different forms 

of ICT in their business may have enhanced profitability.333  

Accessibility of ICT for small business may still be inhibited by such factors as 

limited financial, infrastructure and organisational resources.334 In particular, small 

businesses may experience restrictions in attracting and retaining skilled ICT employees 

due to their inability to provide salary packages that reflect the expertise of the ICT 

expert.335 This may result in the SBO or unskilled staff operating the ICT.336 This can be 

particularly important if the SBO wants to retain ‘control’ rather than to delegate. ICT 

restrictions can also be evident where the user lacks confidence in their ability to operate 

the ICT and has difficulty retaining knowledge on how the ICT functions.337 These 

restrictions can inhibit small businesses to be more competitive in the marketplace, as 

ICT knowledge can provide them with the ability to gather, store and analyse internal 

information to ensure that their business operates to maximum efficiency.338  

Previous literature suggested that small businesses in the early stages of their life 

cycle or during growth periods should allocate sufficient financial resources to ensure 

they have adequate knowledge in order to exploit the ICT that exists in their business.339 

This in part can be explained by the necessity to have a comprehensive understanding of 

the current business circumstance, as small businesses operate in a constantly changing 
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business environment.340 For many small businesses in Australia one such ICT software 

that can provide real-time reporting is a CAS system.341 

CAS has been advocated as being of great importance to small business success. 

This can be explained partly due to the digital management support of the CAS system 

and the fact that it allows the SBO to measure performance with up-to-the-minute data.342 

Since the introduction of the GST in 2000 and the increases in the personal use of 

information technology, it is posited that the majority of small businesses in Australia use 

a CAS for record keeping in their business.343 The high level of adoption of a CAS 

package by businesses in Australia means that preparation and use of financial reports 

should be more available for SBOs.  

For a CAS to be effective for small business, it should be simple for the SBO to 

maintain.344 This is because the SBO is likely to be active in the record keeping, rather 

than having a delegated employee. A CAS should allow the SBO to gain a greater 

understanding of the financial strengths and weaknesses of the business. This includes 

collecting and collating information from transactions for use in a timely manner, without 

having to request this information from accountants.345 However, the output of the CAS 

needs to be meaningful to the user and consistent with the operations of the business.346 

In order to achieve this, it could be preferable for the initial software set-up to be tailored 

to the level of sophistication of the user. Unfortunately, due to financial constraints, a 

large portion of small businesses invest in generic CAS packages.347 This means that the 

CAS may not be customised to the individual business. Research has suggested that if 

businesses are investing in off-the-shelf CAS, they should also be investing in required 

training in order to operate the CAS system.348 Australian research has suggested that this 

may not be a practise that small businesses adhere to, as they do not appear to be able to 

use their CAS to its full potential.349  Indeed, the majority of SBOs do not produce 
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financial reports from their CAS.350 The reasoning for non-generation of reports was that 

SBOs do not understand the accounting language, the conventions or the terms and 

therefore see limited value in generating a report that they do not understand.351 It was 

suggested that 10% of SBOs were unaware that they could produce financial reports from 

their CAS.352  

Recent Australian research has indicated that the CAS is not being used effectively 

to assist with the management of cash flow, as there was low engagement in the use of 

the CAS reporting options.353 As a result, participants were spending considerable time 

arranging finances for payment of liabilities. It is argued that this may be a result of 

limited knowledge about the use and benefits that a CAS system can create for small 

businesses, which can be compounded by the lack of SBO confidence or by their anxiety 

about their ability to operate the CAS efficiently. 

In order to measure SBO CAS literacy, this research project investigates the 

generation, use of and understanding of the reports themselves, along with the functions 

of the CAS which allow the production of the financial reports.  

2.4.3 Business Tax Literacy 

Tax literacy is commonly referred to in the literature as tax knowledge. Tax 

knowledge has been defined as an understanding of tax policy that is essential to a 

taxpayer’s situation within the region or country in which that taxpayer resides.354 The 

definition has been extended to suggest that it is a taxpayer’s understanding and 

mindfulness of the tax legislation.355 Tax knowledge can be obtained through formal 

education and/or everyday dealings with the tax system.356 Tax knowledge contains 

elements of legal, technical and general knowledge.357 For the purpose of this research, 

tax literacy and tax knowledge will be used interchangeably.  

Increasing or possessing a high level of tax literacy is beneficial for ensuring that 

taxpayers fulfil their obligatory compliance duties. Much literacy is available that 
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investigates the relationship between tax literacy and tax compliance.358 Examination of 

this relationship has found that failure to possess a sufficient level of tax literacy can result 

in taxpayers engaging in both intentional and unintentional non-compliance behaviour.359 

For example, lacking the ability to recognise basic tax concepts can result in taxpayers 

not complying and incurring a tax debt with the tax authority.360 Tax debts occur primarily 

as a result of administration mistakes or cash flow shortfalls.361 Taxpayers with limited 

tax literacy may incur a tax debt in the form of late payment penalties due to their inability 

to determine the correct dates for lodging and payment.362 In contrast, those taxpayers 

who are facing cash flow restraints may incur a tax debt due to lack of funds to satisfy the 

tax liability.363 In the latter circumstance the tax debt may be a combination of the tax 

liability, the late penalty and the interest, for failing to satisfy the outstanding debt in a 

timely manner. It can be suggested that inadequate tax literacy may result in higher 

compliance costs, as a result of the inability to forecast for the tax liability or to recognise 

when tax obligations are due and payable.  

Enhanced tax literacy, which has been associated with a positive perspective about 

the fairness of taxes, and helps recognise the deliverable benefits of the tax system (and 

provision of Government services) to the taxpayer.364 Improved tax literacy is also 

advantageous for determining the correct calculation of the tax liability, and for 

implementing tax minimisation strategies.365 However, it is recognised that in order for 

taxpayers to successfully fulfil all of their tax responsibilities without assistance from 

experts, taxpayers would need to be highly skilled in tax law and provisions.366 This is 

not a common circumstance for the majority of taxpayers: part of tax literacy is knowing 

when to seek professional advice.  
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The level of tax literacy held by taxpayers can be influenced by four main elements: 

tax education, tax complexity, taxpayer confidence and ICT literacy. In terms of tax 

education, it was highlighted by Chardon, Freudenberg and Brimble367 that in Australia 

basic tax concepts are generally not taught at a Primary or Secondary education level.368 

It is unclear whether this is a common practice in other countries, due to the paucity of 

research relating to tax education throughout the world.369 However, it has been suggested 

that taxpayers often have minimal understanding of tax systems despite the impact of 

taxation on financial, business and employment decisions.370 As a result of this absence 

of formal tax education, taxpayers are required to gain tax literacy through alternative 

channels, including exposure to taxation when they earn wages, for example.371 

Improving tax literacy using unconventional methods can be problematic due to the 

complexity of the tax systems and the ad hoc learning that may occur.372 

A major cause of tax complexity can be explained by the constant changes made to 

tax law.373 Evidence from countries such as Australia, New Zealand, the UK, the USA, 

Japan, Africa, Malaysia, Italy and France indicate that in order to stay abreast of frequent 

modifications to taxation law, taxpayers need to have substantial tax literacy.374 Those 

taxpayers without a high level of tax literacy may be unaware of the impact that changes 

have on their individual circumstances. Limitations in tax literacy can also be explained 

by ambiguous and sophisticated terminology used in tax legislation, when compared to 

that of general law.375 

Recent research by Freudenberg et al.376 suggested that increased levels of tax 

literacy would also be beneficial to a person’s overall financial position. The level of 

knowledge that an individual possesses about tax systems is posited to have a relationship 

with their ability to budget, to communicate with advisors, to make decisions and 
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appropriate choices and to understand their rights and obligations.377 It is proposed that a 

base level of tax and superannuation literacy or knowledge is required in order to be 

financially literate. Research in Australia suggested that some essential tax concepts for 

taxpayers include the ability to calculate the tax liability, to accurately keep records for 

tax, to determine assessable income and allowable deductions and to calculate other 

offsets and levies.378 

Tax literacy has been found to have a strong relationship with an individual’s level 

of financial literacy.379 While Australians are found to be broadly tax literate, they appear 

less literate when it comes to specific tax and superannuation issues in comparison to 

financial issues. It has been found that the financial literacy of individuals has a positive 

relationship with the increase in age, education, income and occupation.380 In comparison, 

Chardon, Freudenberg and Brimble381 found that employment hours and employment 

category have a stronger relationship with the tax literacy of individuals than age and 

education have. These findings are consistent with previous research by McKerchar382 in 

relation to tax knowledge of SBOs. An increase in the age of SBOs did not seem to 

influence the level of tax knowledge of the business owner and those with higher levels 

of education were not determined to have better tax knowledge.383 Instead, research has 

suggested that business turnover and length of time in business have a strong connection 

to the level of tax knowledge of SBOs.384 This could imply it is the interaction with the 

tax system that leads to higher tax literacy. 

Recent Australian research found that individuals who are involved in operating a 

business are more literate in regard to individual tax requirements than those who are 

not.385 However, the level of tax literacy in relation to business tax systems does not 

appear to be adequate for the management of their tax requirements.386 Earlier research 

has suggested that SBOs needed to spend more time improving their level of tax 

knowledge. McKerchar387 who noted that SBOs have difficulty with understanding FBT, 
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income tax, provisional tax388 and SG, found there was difficulty when determining which 

deductions are allowable, which benefits are classified as a fringe benefit and which 

employees attracted SG.389 Complexity was also experienced in determining the correct 

dates for lodgement and payment of the tax liability.390 A significant number of SBOs 

had a limited understanding of provisional tax.391 SBOs had difficulty comprehending the 

fact that a payment of provisional tax decreased the overall amount of tax liability due at 

the end of the financial year, even though this design is the reason to have such a pre-

instalment system.392  

While prior research has found that more than 90% of SBOs have suggested that 

they pursued tax information from various sources including advisors and the ATO, this 

rarely occurred on a regular basis.393 Evidence also suggests that SBOs are not proactive 

in improving their tax knowledge. This was substantiated during prior studies when 

researchers provided information about taxes that were identified as being complex to the 

respondents. The participants did not make use of the information during the time that the 

research was conducted.394 It was suggested that the lack of uptake of the tax information 

was primarily related to two reasons. Firstly, tax obligations were a low priority for SBOs, 

with greater importance placed on income earning activities.395 Secondly, according to 

McKerchar, once SBOs believed that they were knowledgeable about a specific tax matter 

they did not review or revise their tax management practices at a later date.396 In any 

event, SBOs were oblivious to any changes to legislation or misrepresentations of tax law 

that occurred at a later time.397  

Further reasons for limited tax knowledge related to the use of expert advisors. 

SBOs placed great reliance on their accountant to carry out and understand all tax matters 

relevant to their business.398 McKerchar indicated that there was a need to improve tax 

knowledge of SBOs; however, if they did not believe there was any shortfall in the tax 
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information they possessed, then any attempt at educating them would be futile.399 It 

should be recalled that part of literacy is knowing when to (and how to) seek advice. 

Considering that recent research into literacy of trustees of Self-Managed Super Funds 

has suggested that literacy has a positive association with fund compliance,400 it would 

appear to be advantageous for SBOs to have a level of tax literacy that would ensure that 

they are compliant with relevant tax systems.  

Consequently; it can be appreciated that SBOs appear to need literacy in a number 

of areas of finance, CAS and business tax. However, findings suggest that while SBOs 

may have improved literacy, compared to the broader public, it is questionable as to 

whether this literacy is sufficient to operate a business, and it is not clear what relationship 

these literacies have with cash flow management. 

2.5 IMPROVING SMALL BUSINESS OWNER LITERACY 

Part of financial literacy is knowing when to seek advice and recent research 

suggested that SBOs’ confidence may be related to SBO’s literacy.401 The lower the level 

of literacy an SBO has in a specific business management area, the less likely they may 

be to actively engage in dealing with that area of their business. If SBOs’ level of literacy 

in professional financial literacy, CAS and business tax is found to influence their ability 

to successfully operate their business, then which stakeholders in the small business 

environment should be tasked with assisting SBOs to improve their literacy? A finding 

of a recent project by the ATO402 has suggested that the preferred business adviser of 

SBOs for tax purposes is an accountant. It may be that the accountant could also be the 

choice of expert for the other two areas of literacy. Improving SBO confidence and 

literacy requires experts to have an in-depth understanding of the level of literacy that the 

SBO possesses.403 This would allow experts to build upon the knowledge already evident, 

without addressing concepts that are far beyond the capacity of the SBO. Interestingly, 

the ATO research has suggested that those SBOs engaging an expert to fulfil their tax 

requirements will generally rely on that same expert for advice,404 whereas SBOs who are 

carrying out their own tax obligations will not be as heavily reliant on a tax professional, 
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and are more likely to make use of information online, and will make contact with the 

relevant authority for assistance (in this case it was the ATO).405 Experts involved in the 

same project suggested SBOs need more assistance with cash flow than with any other 

non-tax advice,406 cash flow was closely followed by financial management, then record 

keeping and then business planning.407 Overall, this would suggest that the use of advisers 

is an important aspect of improving literacy.  

2.6 CONCLUSION 

This detailed literature review highlights that, individually, both small business and 

the service sector are heterogeneous groups. Combining small business and the service 

sector presents greater diversity, making an understanding of common business practices 

difficult. For example, cash flow management was identified as being of great importance 

to small businesses collectively. However, Australian small businesses do not appear to 

adopt systematic cash flow management practices to effectively assist with ongoing 

survival.  

The interplay of small business cash flow and taxation was explored. Research 

suggested that cash flow stability has a negative relationship with tax liabilities. 

Conflicting arguments were presented in prior literature relating to reasons for this 

negative relationship between tax and cash flow. International research suggested that 

taxes paid in advance unfavourably affect cash flow, whereas Australian findings 

indicated that the time delay between when the tax liability is incurred and when it is paid 

to the tax authority creates the greatest issue. The five Federal tax systems that are the 

focus of this research were identified as having the liability incurred with payment 

generally due sometime in the future. The possibility of exploring the influence of taxes 

paid in advance on the cash flow of small business was identified, as there is an obligation 

for business taxpayers to pay instalments on a number of tax systems involved within the 

scope of this research. 

The literature identified that small business solvency could be dependent on the 

level of professional financial literacy that the business owner possesses, which includes 

the reading, processing and understanding of financial statements. In Australia and 
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overseas, SBOs have been known to make limited use of financial statements for business 

management.  

Research has suggested that preparation and use of financial statements can be more 

easily obtained by small businesses in Australia due to the introduction of the GST and 

the resultant wide-spread adoption of CAS packages by small businesses. Prior findings 

suggested that the majority of SBOs do not produce reports in their CAS. It has been 

proposed that this is due to knowledge restrictions relating to the use and benefits of a 

CAS. Exploration of the literature highlights the requirement to investigate whether SBOs 

have the level of CAS literacy that would enable them to generate financial reports in 

their CAS. Understanding the level of CAS literacy of SBOs will help to determine 

whether lack of engagement in producing financial reports is a result of limitations in 

understanding of how to use the CAS or whether the low engagement relates to 

restrictions in the comprehension of the information presented in the financial report once 

generated.   

Tax literacy research was also reviewed and SBOs have been identified as being 

generally tax literate in relation to individual tax systems. This level of literacy does not 

appear to extend to business tax systems. Prior research identifies that the level of tax 

knowledge of SBOs does not appear to be adequate for the management of their business 

tax obligations. It was also suggested that SBOs are not proactive in improving their tax 

knowledge. 

The purpose of this chapter was to discuss the prominence of the small business and 

the service sector in the Australian economy, along with the importance of cash flow to 

the ongoing survival of small businesses. The interaction of taxation and owner literacy, 

with particular focus on professional financial literacy, CAS literacy and business tax 

literacy, was seen to have a relationship with small business cash flow.  

The following chapter presents an outline of how the research was conducted, 

including the research design, the methodology and the nature and approach of the 

research.  
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Chapter 3: Research Design 

3.1 INTRODUCTION 

From the examination of prior literature, it appears that there is minimal 

contemporary research into the influence of taxation on small business cash flow. There 

is also a paucity of literature in existence relating to the effect of small business owner 

(SBO) literacy on cash flow management practices in Australia. This may be due to the 

difficulty that researchers face in attempting to measure these relationships or a result of 

the diversity of the small business sector, which requires an in-depth investigation. 

Consequently, for this study, an exploratory research design was adopted to understand 

these relationships in greater detail and to try to identify empirical indicators that enhance 

cash flow management in small business in the context of Australia, with a particular 

focus on small service sector businesses (SSSBs).  

This chapter, which details all aspects of the research design, establishes the 

primary research questions followed by the subsidiary research questions. The 

methodology and research plan are then presented, along with the nature and the 

theoretical approach of the research. The methods used for the collection of data and the 

unit of analysis of participants, as well as the sampling techniques employed for each 

stage of the research, are then considered. Discussion of the procedures for data analysis 

is presented, along with a review of the qualitative and quantitative techniques utilised 

for the project. The ethical considerations for each stage of the research are then outlined. 

3.2 RESEARCH QUESTIONS 

Over the years tax researchers have identified the need to study the effects of 

taxation on small business. These studies have predominantly involved the impact of tax 

compliance costs on small business. However, the influence of taxation on cash flow has 

formed only part of a small number of research projects, particularly the research by 

Wallschutzky and Gibson408 in 1995, and more recently that by Belle Isle, Freudenberg 

and Copp409 in 2014. Consistent cash flow has been identified as being vital to small 

business success, so surprisingly, the influence of taxation on cash flow has not been a 
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topic of research on a more regular basis. Wallschutzky and Gibson410 identified that the 

wholesale sales tax (WST) was the only tax system SBOs found that had a negative 

impact on cash flow. Similarly, in a contemporary study, SBOs suggested that the 

combination of the payment and reporting obligations of the goods and services tax 

(GST),411 along with business trading practices was detrimental to small business cash 

flow.412 However, the study by Belle Isle, Freudenberg and Copp413 investigated the 

relationship between GST and cash flow only, whereas Wallshutzky and Gibson414 

looked at a larger number of tax systems in place at the time of their study. To fill the gap 

in the literature relating to the tax and cash flow relationship, this study aims to examine 

the following primary research question in order to explore the potential relationship of 

Australia’s Federal tax systems with cash flow:  

RQ1: How is the cash flow of Australian SSSBs influenced by tax obligations? 

Comparison of similar research in Australia to other countries related to the impact 

of taxation on cash flow found that results were conflicting. Research has suggested that, 

in Australia, taxes paid sometime after the tax liability is incurred have negative 

consequences to cash flow. However, international research has indicated that taxes paid 

in advance would have detrimental consequences for cash flow.415 Research from 

Australia considered that the tax and cash flow relationship could be influenced by the 

terms of trade that small businesses have with their customers.416 This was because the 

tax portion of invoices was often not received until sometime after the tax liability was 

due for payment. Consequently, sub-research questions one and two explore the timing 

that taxes are paid and the administrative requirements of taxation: 

SQ1: Is cash flow of SSSBs influenced by the timing of tax payments? 

SQ2: Does adhering to tax administration obligations relating to tax payment dates 

influence SSSB cash flow? 

The small business sector and the owners of small businesses make up a 

heterogeneous group in terms of structure, management practices and owner capabilities. 
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It is purported that the level of literacy of SBOs may be diverse, as a result. Previous 

literature suggested that SBOs lack the ability to implement effective cash flow 

management practices.417 It is suggested that this could be a consequence of low literacy 

levels in areas that allow SBOs to construct and put into practice an effective cash 

management system that promotes business success. To explore this relationship further, 

SBO literacy is examined in primary Research Question Two:  

RQ2: Are cash flow management practices in SSSBs influenced by the literacy of 

service SBOs? 

Due to the paucity of research exploring SBO literacy in terms of the ability to 

implement effective cash flow management systems, numerous sub-research questions 

have been established to support Research Question Two. These sub-research questions 

consider whether the literacy of service SBOs, in relation to business tax, computer 

accounting software (CAS) and understanding financial statements, influences cash flow 

management practices adopted and financial performance of the business. Sub-research 

questions SQ3 to SQ7 are addressed at different stages of the research. Expert 

engagement is used to address whether there is a base level of literacy required by SBOs 

for effective cash flow management (Stage 2). Expert feedback serves as a validation data 

source to examine levels of literacy required by SBOs, considering that experts engage 

with SBOs on a day-to-day basis. Sub-research question three as a result relies on expert 

feedback: 

SQ3: Is there a level of literacy required by service SBOs in order to successfully 

manage their business cash flow? 

In terms of measuring the literacy of SBOs, numerous measures were developed 

for this research. In the multiple case study (Stage 1), SBO perception was used to 

determine the perceived levels of literacy that SBOs currently possess. In Stage 2, during 

the expert engagement, perception of experts was measured to determine a level of 

literacy that SBOs should possess in order to be considered literate. The findings of Stage 

1 and 2 were then used to create a set of literacy questions that were enacted in Stage 3 

(large-scale survey). These literacy questions were used to determine an overall literacy 

score (LS), a business tax LS, a financial statement LS and CAS LS. An LS was 

 
417 Belle Isle and Freudenberg (n 5); Belle Isle, Freudenberg and Sarker (n 64); Freudenberg et al. (n 7). 
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previously used by Brackin418 in her research related to the tax literacy of Australian 

taxpayers. In this current research, LSs were created to give an overview of service SBO 

literacy as a whole, and were then used to compare to service SBO confidence, for 

demographics and to determine if literacy has an influence over business performance. 

Sub-research questions four, five and six explore service SBO literacy when compared to 

their confidence, demographics and business performance. A series of statistical tests 

were carried out to address these research questions. The relevant hypothesis statements 

employed to satisfy the sub-research questions four, five and six can be found in Table 

3.3.  

SQ4: Does actual literacy of service SBOs have a relationship to the demographics 

of the business and/or the service SBO?  

SQ5: Do small businesses achieve a higher degree of financial performance when 

SBOs have a higher level of literacy?  

Prior research by McKerchar419 relating to tax knowledge of rural business owners 

found that SBOs were often over-confident about their ability to understand tax law and 

tax administration requirements. This resulted in SBOs making limited or no attempt to 

improve or increase their knowledge over time. This could consequently leave SBOs with 

a diminishing understanding of tax law over time. In contrast, Chardon, Freudenberg and 

Brimble420 suggested that SBOs’ tax confidence has a positive relationship with their 

level of tax literacy. As a result of the conflicting findings in prior research, sub-research 

question six explores service SBO literacy and confidence in the following way.  

SQ6: Does literacy of service SBOs influence their confidence when dealing with:  

SQ6 (a) cash flow management activities; 

SQ6 (b) understanding of financial statements; 

SQ6 (c) business tax systems; and 

SG6 (d) operating a CAS system? 

SBO perception was also explored in the survey to determine the value that service 

SBOs place on the usefulness of financial statements and CAS for cash flow management. 

 
418 Brackin (n 83). 
419 McKerchar (n 64). 
420 Chardon, Freudenberg and Brimble (n 358). 
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For tax purposes, their perception was examined to understand if service SBOs perceive 

that enacted and proposed tax administration obligations relating to the timing of tax 

payments influence cash flow management (partly addressed in SQ2). To understand if 

the perception of service SBOs is aligned to the literacy, responses relating to perception 

are compared to LSs in order to address sub-research question seven. Relevant hypothesis 

statements dealing with service SBO perception and literacy can be found in Table 3.3.  

SQ7: Is the perception of service SBOs aligned with service SBO literacy?   

In summary, this research explores a total of two primary research questions which 

are supported by seven sub-research questions to address the major research question: ‘Is 

there a relationship with business tax and owner literacy that enables Australian small 

service sector businesses to manage their cash flow?’. Different sources of data are used 

to address these research questions in the different stages of the research. An overview of 

what stages support each question can be found in Table 3.1. 
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Table 3.1. Data sources to address the Research Questions  

Research Question Research Method Met by Data collection method 

RQ1 

How is the cash flow of Australian small 
businesses influenced by tax obligations? 

Multiple Case Study – Stage 1 Demographics 

Interview 

Survey – Stage 3 Business owner demographics 

Tax demographics 

Reporting 

Cash flow and the taxation relationship 

RQ2 
Are cash flow management practices in small 

business influenced by the literacy of small 

business owners? 

Multiple Case Study – Stage 1 Demographics 

Interview 

Expert Engagement – Stage 2 Expert demographics 

Expert interview 

Expert survey 

Survey – Stage 3 Business owner demographics 

Taxation Demographics 

Cash flow and the taxation relationship 

Literacy 

Financial Statements 

Computer Accounting Software 

SQ1  
Is cash flow of small business influenced by the 

timing of tax payments? 

Multiple Case Study - Stage 1 Demographics 

Interview 

Survey - Stage 3 Tax demographics  

Cash flow and the taxation relationship 

SQ2 

Does adhering to tax administration obligations 
relating to tax payment dates have an effect on 

small business cash flow? 

Multiple Case Study – Stage 1 Demographics 

Interview 

Survey - Stage 3 Business owner demographics 

Tax demographics 

Reporting 

Cash flow and the taxation relationship 

SQ3 

Is there a level of literacy that should be gained 
by small business owners in order to successfully 

manage their business cash flow? 

Expert Engagement - Stage 2 Expert demographics 

Expert interview 

Expert survey 

SQ4 

Does actual literacy of small business owners 

have a relationship to demographics of the 
business and/or the small business owner? 

Survey - Stage 3 Business owner demographics 

Literacy 

Financial Statements 

Computer Accounting Software 

SQ5 

Do businesses achieve a higher degree of 
financial performance when small business 

owners have a higher level of literacy? 

Survey - Stage 3 Business owner demographics 

Literacy - Tax 

Financial Statements 

Computer Accounting Software 

SQ6 
Does literacy of small business owners influence 

their confidence when dealing with cash flow 

management activities, understanding of 

financial statements, business taxation systems 

and operating a CAS system? 

Survey - Stage 3 Business owner demographics  

Individual confidence 

Cash flow and the taxation relationship 

Literacy 

Financial Statements 

Computer Accounting Software 

SQ7 

Is perception of small business owners aligned 

with small business owner literacy? 

Survey - Stage 3 Business owner demographics 

Tax Demographics 

Cash flow and the taxation relationship 

Literacy 

Financial Statements 

Computer Accounting Software 
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3.3 METHODOLOGY AND RESEARCH DESIGN 

Discussion and justification for the methodology used in the research are detailed 

below. An illustrated version of the research plan including notations relating to sources 

of data and sampling activities carried out for each stage of the research is also presented 

(see Figure 3.1).  
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Figure 3.1 Research Plan 
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3.3.1 Mixed Methods Research 

Mixed methods research involves philosophical assumptions that guide the 

direction of the collection and analysis of data, with a mixture of qualitative and 

quantitative approaches in many stages in the research process.421 As a method, it focuses 

on collecting, analyzing and mixing both quantitative and qualitative data in a single study 

or series of studies.422 Researchers who are focused on the research problem rather than 

complying with a particular paradigm are supporters of mixed methods research.423 

Mixed methods research is advocated as being valuable in allowing one strategy of 

inquiry to inform, validate or compensate for the shortfalls of another.424 An added benefit 

of mixed methods research is that it decreases any bias that may exist with single method 

designs.425   

Mixed methods research is conducted in either a concurrent or sequential process. 

In concurrent studies, both the qualitative and the quantitative data are collected 

simultaneously over the same period and are kept autonomous to each other. However, 

sequential data collection happens in phases and can proceed with either quantitative 

(explanatory style) or qualitative (exploratory style) leading the study.426 The benefits of 

a sequential design are that it allows the findings from one stage to be the informer or 

foundation for other stages of the research.427  

This research project implemented a sequential exploratory design involving 

qualitative data collection and analysis at the beginning of the study, followed by the 

quantitative data collection and analysis stage. This approach is extremely beneficial 

where there is limited literature available for a given topic and where no comprehensive 

 
421 John W Creswell and Vicki L Plano Clark, Designing and Conducting Mixed Methods Research (Sage 

Publications, 1st Ed, 2007). 
422 Ibid.  
423 Margaret McKerchar, ‘Philosophical Paradigms, Inquiry Strategies and Knowledge Claims: Applying 

Principles of Research Design and Conduct to Taxation’ (2008) 6(1) eJournal of Tax Research, 5-22, 20. 
424 Ibid 20.  
425 Ern Chen Loo, Margaret McKerchar and Ann Hansford, ‘Understanding the Compliance Behaviour of 

Malaysian Individual Taxpayers Using a Mixed Method Approach’ (2009) 4(1) Journal of the Australasian 

Tax Teachers Association, 181-202, 186. 
426 John W Creswell, Research Design: Qualitative, Quantitative, and Mixed Methods Approaches (Sage 

Publications, 3rd Ed, 2009) 14; Jennifer Grafton, Anne M. Lillis and Habib Mahama, ‘Mixed Methods 

Research in Accounting’ (2011) 8(1) Qualitative Research in Accounting and Management, 5-21, 9; Eeva‐

Mari Ihantola and Lili‐Anne Kihn, ‘Threats to Validity and Reliability in Mixed Methods Accounting 

Research’ (2011) 8(1) Qualitative Research in Accounting & Management, 39-58, 40. 
427 McKerchar, ‘Philosophical Paradigms, Inquiry Strategies and Knowledge Claims: Applying Principles 

of Research Design and Conduct to Taxation’ (n423) 20.  
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studies have previously been completed.428 Broadly, this was the circumstance for the 

current research. The qualitative stage is exploratory and acts as the informer for the 

quantitative stage. The results of the qualitative stage and the results of prior research 

were used as the information source in developing the quantitative survey instrument.429 

3.3.2 Research Plan 

This research project involved several strategies of inquiry including a multiple case 

study of SSSBs, expert interviews and a large-scale survey of SSSBs. The final research 

plan is illustrated in Figure 3.1 (see page 65). The research project began with the 

collection of qualitative data from service SBOs using a multiple case study design (Stage 

1). Data collected in the multiple case study included responses to interview questions 

developed to explore the research problem (see Appendix A) along with demographic 

information relevant to the SSSBs and the service SBO (see Appendix B). The data 

collected from service SBOs involved in the multiple case study occurred from 14 

September 2016 to 31 of October 2016. Service SBOs provided data for the qualitative 

multiple case study during a telephone interview. All participants agreed to allow the 

researcher to record the telephone discussions for transcription at a later time. The time 

taken to complete the data collection from SSSBs ranged from 6 minutes to 22 minutes. 

The use of a multiple case study was influenced by the prior small business research of 

Wallschtuzky and Gibson430 and McKercher,431 which focused on the relationship 

between tax and cash flow and tax knowledge respectively. 

Once the multiple case study was completed, experts were engaged in the second 

phase of the qualitative stage of the research (Stage 2). Data collected from experts 

included demographics relevant to their individual small business expertise (Appendix 

C), responses to interview questions as detailed in Appendix D and responses to a 

questionnaire relevant to the areas of the research relating to literacy (Appendix E). 

Expert data was collected using telephone discussions between the researcher and the 

respondent. With the permission of the participant, all telephone discussions, which were 

 
428 Kathleen Mt Collins and Alicia O’Cathain, ‘Introduction: Ten points about mixed methods research to 

be considered by the novice researcher’ (2009) 3(1) International Journal of Multiple Research 

Approaches, 2-7, 4; Ihantola and Kihn (n 426) 40; Ulrika Östlund, Lisa Kidd, Yvonne Wengström and 

Neneh Rowa-Dewar, ‘Combining Qualitative And Quantitative Research Within Mixed Method Research 

Designs: A Methodological Review’ (2011) 48(3) International Journal of Nursing Studies, 369-383, 370. 
429 Östlund et al. (n 428) 370.  
430 Wallschutzky and Gibson (n 2). 
431 McKerchar (n 64). 
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from 12 minutes to 45 minutes in length, were recorded. Expert participation occurred 

during the period of 29 June 2017 and 9 August 2017. The inclusion of experts in SBO 

literacy and its influence on cash flow served three purposes. It provided feedback from 

experts about their experiences with SBOs in terms of cash flow and literacy, allowed for 

a base level of literacy to be examined for the areas of literacy within the project and 

allowed for comparison and validation of responses from service SBOs. 

The final data collection of the research design involved SSSBs in a large-scale 

survey (Stage 3). The survey was created from the data analysed in Stage 1 and Stage 2, 

along with comparative analysis of the qualitative data and the prior literature. A pilot 

test was conducted by inviting interested parties to provide feedback via direct emails and 

by invitation on Facebook and LinkedIn. Feedback was provided by twelve participants 

who took part in the pilot study. Once modifications were made from the feedback from 

pilot testing, the final survey was distributed to SSSBs. The survey was conducted from 

1 October 2018 to 30 June 2019; therefore prior to the economic downturn due to COVID-

19. Distribution included email invitations to past SSSB participants, businesses on the 

ABN register, professional associations, small business associations, Griffith Alumni and 

members of the Griffith Entrepreneurship series. The survey link was advertised on 

LinkedIn and Facebook and was shared by some current and future colleagues of the 

researcher and her supervisors to their respective networks. Further details of the 

processes undertaken for the collection of data at each stage are provided in sections 3.5 

and 3.6 below.  

3.4 NATURE AND THEORETICAL APPROACH OF THE RESEARCH 

3.4.1 Exploratory nature of the research 

With exception of the discussion and comparative analysis using prior literature, 

this research is predominantly empirical in nature. The research relies significantly on 

evidence collected from a number of primary sources including interviews and survey 

data from service SBOs and experts across three different stages of the research. The main 

objective of the project is to explore whether there is a relationship with the cash flow of 

SSSB in Australia and taxation and/or the literacy of service SBOs. The perception of 

service SBOs and small business experts is used, along with questions to score service 

SBO literacy, as a measure of whether there is a connection between cash flow, taxation 

and owner literacy, in order to determine if perceived and actual literacy are aligned.  
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3.4.2 Theoretical approach 

The literature review in Chapter 2 emphasised that employing effective cash flow 

management practices in small businesses is essential to business survival. Effective cash 

flow management includes keeping financial accounts, maintaining a business plan and 

cash budget, keeping records of revenue, expenses, creditor and debtor invoicing and 

maintaining an inventory schedule.432 Prior research has demonstrated that the presence 

of effective cash flow management processes in small businesses can be dependent on 

the training, experience, attitudes, technical and management skills of the SBO. These 

SBO attributes, which relate to resources internal to the business, appear to influence 

business performance and the ability of the small business to participate successfully in 

the market. Resource Based Theory (RBT) explores the interaction of internal business 

resources with the ability of business owners and managers to exploit those resources in 

order to obtain a competitive advantage over other businesses in the same industry.433 

RBT, well known in business management research, has previously been used to examine 

whether cash flow information influences firm performance.434 To the researcher’s 

knowledge, to date, RBT has not been used in association with taxation research. Because 

of the cross disciplinary nature of this project, in terms of cash flow, taxation and the 

ability of SBO to implement cash flow management processes, RBT was determined to 

be appropriate for the research. It should be acknowledged that RBT can also be known 

as Resource Based View (RBV). For this study, RBT will be used and will be substituted 

for RBV when discussed in terms of prior literature. 

RBT suggests that there is a relationship between the internal resources and the 

performance of businesses.435 The theory indicates that owners or managers who 

efficiently and effectively make use of internal resources and implement strategies in their 

businesses have a greater chance of realising a competitive advantage over others in the 

same industry.436 RBT assumes that, due to the heterogeneity of resources and skills that 

 
432 Drexler, Fischer and Schoar (163) 13; Ekanem (n 143) 125. 
433 Jay Barney, ‘Firm Resources and Sustained Competitive Advantage’ (1991) 17(1) Journal of 

Management, 99-120. 
434 Norhasni Haron, Sofri Yahya and Md Harashid Haron, ‘Cash Flow Information and Small Enterprises' 

Performance’ (2014) International Journal of Organizational Innovation, 7-17, 7. 
435 Barney (n 433) 100-1.  
436 Barney (n 433) 104; Stephan Duschek, ‘Inter-Firm Resources and Sustained Competitive Advantage’ 

(2004) 15(1) Management Revue, 53-7, 53. 
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can exist in competing businesses, there is an opportunity for businesses to maximise 

these differences in order to outperform rival businesses.437 

Three identified components of RBT are firm resources, competitive advantage and 

sustained competitive advantage.438 As already discussed, a competitive advantage is said 

to be realised when a business effectively and efficiently make use of its internal resources 

to a greater extent than its competitors. These strategies set such businesses apart from 

their competitors, giving them superiority and allowing them to achieve a higher level of 

performance than that of others in the marketplace.439 In order for businesses to achieve 

a sustained competitive advantage, competing businesses would not be capable of 

duplicating the strategies employed by the superior business for a period of at least 12 

months.440  

Firm resources can be divided into three groups: physical capital, human capital 

and organisational capital.441 Physical capital, the physical technology of business, 

includes geographical location, plant, equipment and access to raw materials. 

Fundamentally, human capital relates to the training, experience, intelligence and 

relationships that exist within the workforce of a business. It can also include the ability 

of owners and managers to have insight and to make judgements that have a positive 

impact on the success of the business.442 An advanced evaluation of human capital, in 

terms of competitive advantage and performance, suggests that the capability of the 

business management team to make use of internal and external information for decision 

making is invaluable when diversifying a business from its competition.443 A combination 

of exceptional knowledge, skills and strategic decision-making abilities in a management 

team can create heterogeneity for businesses, as duplication by others would be difficult 

to achieve.444 In terms of cash flow management, SBOs with advanced human capital 

resources in terms of the ability to collect, analyse and use accounting information, have 

a greater likelihood of improving and enhancing business processes and strategies.445  

 
437 Sharon Alvarez and Lowell Busenitz, ‘The Entrepreneurship of Resource-Based Theory’ (2001) 27 

Journal of Management, 755-775, 756.  
438 Barney (n 433). 
439 Ibid 106. 
440 Ibid.  
441 Ibid 101-2.  
442 Ibid.  
443 Richard P. Castanias and Constance E. Helfat, ‘Managerial Resources and Rents’ (1991) 17(1) Journal 

of Management, 155-171, 160; Haron, Yahya and Harashid Haron (434), 7.  
444 Castanias and Helfat (n 443) 160; Haron, Yahya and Harashid Haron (n 434) 7.  
445 Haron, Yahya and Harashid Haron (n 434) 7. 
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Firm resources, characterised as organisational capital, encompasses the formal and 

informal processes and practices implemented within the business. It includes the adopted 

reporting structure (whether it be that required by law or voluntarily implemented by the 

business), the planning, controlling, and coordinating systems and the relationships of the 

business workforce with each other and with parties external to the business.446 In terms 

of cash flow management and RBT, a positive significant influence on performance has 

been associated with the extent of the cash flow information used from the preparation of 

cash budgets and cash flow statements. Strategies implemented to effectively manage 

cash flow have been advocated as providing a competitive advantage when compared to 

others in the same industry who do not create well developed strategies.447 Cash flow 

information is ranked higher for business performance than are other sources of 

information used for decision making. Further studies suggest that there is a significant 

positive relationship with improved performance and use of accounting information in 

formal and informal planning.448   

For RBT, when business owners or managers utilise all three resource groups to a 

higher standard than their competitors, they are said to have the managerial talent or 

superior management skills.449 This capability results from having superior innate 

abilities and/or superior learning processes.450 For SBOs, this would suggest that those 

with a high level of understanding of cash flow management processes, financial 

statements, CAS and business tax should contribute to the business realising a 

competitive advantage, in contrast to their competitors with lower literacy levels.  

In terms of mixed methods research, RBT is rare: it is advised that taking the RBT 

approach in mixed methods research is acceptable when the study focuses on industry 

and when empirical research is being conducted.451 Molina-Azorin452 advocated that 

mixed methods designs could improve research outcomes of studies employing RBT, 

particularly where a sequential design is utilised. The qualitative component allows for 

exploration of a deeper understanding of internal resources and competitive advantages 

 
446 Barney (n 433) 101-102; Castanias and Helfat (n 443) 160.  
447 Haron, Yahya and Harashid Haron (n 434) 7. 
448 Ibid 10.  
449 Barney (n 433) 101-6; Castanias and Helfat (n 443) 160. 
450 Castanias and Helfat (n 443) 160. 
451 Jose Molina-Azorin, ‘Mixed Methods in Strategy Research: Applications and Implications in Resource-

Based View’ (2007) 4 Research Methodology in Strategy and Management, 37-73, 45 and 52.  
452 Ibid 45 and 52. 
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relevant to the specific industry under examination.453 A more comprehensive 

understanding would then allow for the design of a more context-specific instrument to 

be used in the quantitative component.454 A resultant outcome could mean that industry-

specific firm resources can be determined for increased performance. 

3.4.3 Pragmatism 

The small business environment is a complex and diverse landscape making it 

difficult to determine a common set of principles, measures or factors that can be assigned 

to define all small businesses. It became evident that, in a research project investigating 

relationships between cash flow, taxation and owner literacy in small businesses, a single 

paradigm would be insufficient for satisfying the research objectives. This was 

particularly evident when considering the exploratory nature of the research problem. The 

resultant outcome was a mixed methods design.  

In support of the mixed methods research design, a worldview needed to be 

followed that did not rely solely on either positivism/constructivism or post-

positivism/interpretivism.455 With the diverse nature of the research, a paradigm needed 

to be followed that allowed for the integration of both qualitative and quantitative research 

techniques, approaches and methods.456 One alternative worldview that does not dictate 

the inclusion or exclusion of a particular method or methods is pragmatism.457 

Pragmatism is an acceptance that knowledge obtained through research relates to the 

research problem that is being investigated rather than to a set of ideas or values. 

Pragmatists believe that, as a result of researching real-world phenomena, there is no 

absolute truth or correct answer to the research findings. They believe that we build 

knowledge through experience or practical application rather than through a theoretical 

logic or reasoning.458 

 
453 Ibid 45 and 53. 
454 Ibid 45 and 54. 
455 Martina Yvonne Feilzer, ‘Doing Mixed Methods Research Pragmatically: Implications for the 

Rediscovery of Pragmatism as a Research Paradigm’ (2009) 4(1) Journal of Mixed Methods Research, 6-

16, 7. 
456 Feilzer (n 455) 7; Molina-Azorin (n 451) 40.  
457 Feilzer (n 455) 13; Molina-Azorin (n 451) 41-2. 
458 Feilzer, (n 455) 8; McKerchar, ‘Philosophical Paradigms, Inquiry Strategies and Knowledge Claims: 

Applying Principles of Research Design and Conduct to Taxation’ (n 423) 9.  
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Pragmatic researchers are not confined by conditions or a set of rules when carrying 

out the research.459 Their research design is guided by the research problem and the 

research methods that will allow them to address and give meaning to the research 

problem.460 Pragmatists believe that qualitative and quantitative research findings are 

compatible and complementary in social research.461 Pragmatism supports a researcher’s 

endeavour to produce valuable knowledge relevant to societal relationships using a mix 

of methods and analysis techniques along with an ongoing process of abductive 

reasoning.462 In the current research, the mixing of methods based on a pragmatic 

worldview allowed for data to be sourced using several different strategies of inquiry, 

including a multiple case study and a large-scale survey of SSSBs, as well as interviews 

and a small-scale survey of small business experts. It was anticipated that data from a 

variety of sources would provide a deeper understanding of the practical issues, identified 

by participants, that relate to the influence of service SBO literacy and tax administration 

on the cash flow of SSSBs in Australia. 

3.5 STRATEGIES OF INQUIRY 

3.5.1 Sources of Data 

This research relied solely on primary data sources to address the research questions 

and to satisfy the objective of the project. The qualitative stages of the research explored 

the perceptions of both service SBOs and experts to determine the potential relationship 

between cash flow, taxation and owner literacy. Although research on cash flow and 

taxation has been explored previously in Australia, substantial time has expired since the 

last investigation of Federal tax systems and cash flow. This time lapse of 25 years has 

resulted in significant changes to Federal tax systems and, as a result, there is a paucity 

of academic research relating to the cash flow and taxation relationship. During this time 

there have also been great changes in information technology and its adoption by small 

businesses.  

At present there is insufficient evidence to determine whether cash flow is 

influenced by an SBO’s understanding of financial statements, CAS and business tax. 

 
459 Feilzer (n 455) 15; McKerchar, ‘Philosophical Paradigms, Inquiry Strategies and Knowledge Claims: 

Applying Principles of Research Design and Conduct to Taxation’ (n 423) 10. 
460 Feilzer (n 455) 15; Margaret McKerchar, ‘Philosophical Paradigms, Inquiry Strategies and Knowledge 

Claims: Applying Principles of Research Design and Conduct to Taxation’ (n 423) 9.  
461 Feilzer (n 455) 7; Molina-Azorin (n 451) 41. 
462 Feilzer (n 455) 6. 



 

Chapter 3: Research Design 74 

Although research into tax knowledge has previously been explored in Australia, the 

results were recorded 22 years ago. As a result of these limitations in academic research 

in the current business environment, methods that allowed for examination and analysis 

of the phenomenon have been employed for this research project. The exploratory nature 

of the research was supported by a multiple case study of SSSBs in Australia, which 

collected data in the form of a semi-structured interview (Stage 1). Interviews have been 

identified as the most valuable data source for the case study inquiry.463 Semi-structured 

interviews were also undertaken with experts (Stage 2) as a validation measure for the 

responses given by SBOs. Semi-structured interviews allowed for open-ended questions 

to be posed to the participants. This resulted in more flexibility in the discussion between 

the researcher and the participant, which in turn increased the comprehension of the 

researcher about the issues that were uncovered. The qualitative stage also relied on 

quantitative questionnaires for support and to give a deeper understanding of the 

participants to the responses they were providing. These are discussed further below.  

Data was also collected from SSSBs in Australia (Stage 3) using a large-scale 

survey instrument. The survey was employed to explore the perception, confidence and 

literacy levels of service SBOs, related to cash flow, and taxation and their ability to 

implement effective cash flow management practices. 

3.5.2 Multiple Case Study 

The literature review in Chapter Two highlighted that there is minimal 

understanding of the relationship between cash flow management, taxation and the 

literacy of SBOs. Research to date is limited and needs further investigation. In situations 

where theory relating to the research area is limited, preliminary theory development is 

required.464 It was therefore necessary to employ a strategy of inquiry within the project 

that does not presume to interpret relationships between variables.465 As a result, a 

qualitative exploratory case study methodology was selected for the initial data collection 

 
463 Robert Scapens, ‘Doing Case Study Research’ in The Real-Life Guide to Accounting Research: A 

Behind-the-Scenes View of Using Qualitative Research Methods (Elsevier Ltd, 2004), 231-255; Robert Yin, 

Case Study Research Design and Methods (Sage Publications Inc., 4th Ed, 2009). 
464 Scapens (n 463); Yin (n 463) 37. 
465 John W Creswell, Research Design-Qualitative, Quantitative and Mixed Methods Approach (Sage 

Publications, 2nd Ed, 2003), 18; Margaret McKerchar, ‘The Impact of Complexity Upon Unintentional 

Non Compliance for Australian Personal Income Taxpayers’ (PhD Thesis, University of New South Wales, 

2002). 
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from small businesses.466 Case study methodology has been identified as an efficient 

method for examining the current phenomenon.467 Events are investigated in their real-

life context, which allows the creation of knowledge with significance, as a collection of 

rich data is achievable.468 The objective of this research is to contribute to small business 

taxpayer literature that has a focus on service SBO literacy and cash flow by exploring 

the real-life experiences of small businesses in Australia. The multiple case study serves 

as an exploratory tool to inform the research of the pertinent issues identified by small 

businesses regarding the relationships that exist between cash flow, taxation and service 

SBO literacy. Case study research has been a popular methodology used by tax 

researchers in prior studies to obtain in depth understanding of the research problem and 

contribute to theory.469 

It was envisaged that the case study would assist with understanding the uniqueness 

and complexity of small businesses in Australia. Yin’s470 case study design, the 

foundation for this project is illustrated in Figure 3.2. Adoption of the design by Yin471 

means that the procedures carried out were systematic. Replication of the same procedure 

was undertaken for each case.472 Case study research is also required to be bound by time 

and activity in order to identify if all participant cases experience similar outcomes during 

a common event.473 This suggests that data should be collected from participants within 

a specific time and while they are engaged in the same activity. To satisfy this 

requirement, the collection of data from all participants in the multiple case study was 

secured over a six-week period from 14 September 2016 to 31 October 2016. During this 

period, small businesses in Australia are likely to have a large number of reporting and 

payment obligations due to the ATO (Table 2.2). 

 
466 Robert Stake, ‘The Case Study Method of Social Inquiry’ in Case Study Method: Key Issues, Key Texts 

(Sage Publications, 7th ed, 2009), 18-27, 24.  
467 J. Clyde Mitchell, ‘Case and Situation Analysis’ in Case Study Method: Key Issues, Key Texts (Sage 

Publications, 7th ed, 2009), 165-186, 170; Wallschutzky and Gibson (n 2) 516; Yin (n 463) 9. 
468 Margaret McKerchar, Design & Conduct of Research in Tax, Law & Accounting (Thomson Reuters 

(Professional) Australia Pty Limited, 2010) 103. 
469 Belle Isle, Freudenberg and Copp (n 4); Belle Isle and Freudenberg (n 5); Glover and Tran-Nam (n 45); 

Ritchie (n 45) 304; Wallschutzky and Gibson (n 2). 
470 Yin (n 463) 57. 
471 Ibid.  
472 Ibid.  
473 McKerchar, Design & Conduct of Research in Tax, Law & Accounting (n 468) 102. 
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Figure 3.2. Yin’s case study design  

 

Source: Robert Yin, Case Study Research Design and Methods (Sage Publications Inc., 4th Ed, 2009): 57. 
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3.5.3 Interviews 

Interviews are an appropriate method when researchers want to explore a feature or 

characteristic of the social world.474 Furthermore, interviews have been found most 

effective in research that seeks to obtain a better understanding of society and culture, 

individual life experience and language and communication.475 In social science research, 

interviews have been employed in a significant number of studies.476 Limitations that 

exist in the use of interviews include in particular the difficulty researchers face in 

maintaining impartiality when gathering responses from participants.477 It is important 

that the interviewer does not direct or influence the responses provided by the respondent. 

Another identified weakness is that the interview is generally incapable of providing a 

full understanding of the research problem and as a result, researchers need to employ 

more than one method in their research design.478 Both of the identified shortfalls of the 

interview method are addressed in the current research by using a mixed methods research 

design. Firstly, the large-scale survey (Stage 3) addresses the concern of the researcher’s 

ability to remain neutral, as it was conducted as a self-administered online survey with no 

engagement between the researcher and the respondents. Secondly, the data was sourced 

using three different data methods: interviews, quantitative questionnaires and a large-

scale survey.   

The benefits of including interviews in research are that they allow the researcher 

to realise a more in-depth appreciation of the research problem, based on human actions 

and experiences.479 As a result, interviews are particularly useful in mixed methods 

research designs, particularly where qualitative results inform the questions to be 

examined in the quantitative stage.480 In the current research project, interviews were used 

as a data collection method in the multiple case study of small businesses and for feedback 

obtained from small business experts. Because the purpose of the qualitative stage of the 

research was to explore the cash flow and tax relationship along with the influence of 

 
474 WJ Lee and Usman Aslam, ‘Towards the Wholesome Interview: Technical, Social and Political 

Dimensions’ in The Sage Handbook of Qualitative Business and Management Research Methods (Sage, 

2018). 
475 Svend Brinkmann, Qualitative Interviewing: Understanding Qualitative Research (Oxford University 

Press, 2013) 47. 
476 Lee and Aslam (n 474) 102. 
477 Brinkmann (n 475) 48; Lee and Aslam (n 474).  
478 Brinkmann (n 475) 47. 
479 Ibid 47 and 49.  
480 Ibid 47. 
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SBO literacy on cash flow, interviews appeared to be justified as an applicable data 

collection strategy. 

Interviews can be conducted in different formats, such as unstructured, semi-

structured or structured and they can be qualitative or quantitative in nature.481 They can 

also be carried out with an individual alone or as part of a group. Different interview 

styles suit different research processes. For exploratory research, semi-structured 

interviews are deemed to be the most appropriate.482 Semi-structured interviews are 

designed with question stems and sub-stems that are developed by the researcher, based 

on previous literature or knowledge.483 This knowledge can be used as a foundation to 

extend or to bring prior research up to date with contemporary societal norms and 

practices.484  

For this project, semi-structured interviews were employed in the collection of data 

from SSSBs in the multiple case study and from the expert participants. Both qualitative 

and quantitative questionnaire formats were used in both stages. During the multiple case 

study, service SBOs were asked a total of five stem questions and eleven sub-stem 

questions in the telephone conversational interview (see Appendix A). They were also 

asked 15 questions relating to demographics of both themselves and the business using a 

questionnaire format (see Appendix B). Experts were engaged to undertake three different 

modes of interviewing in a telephone interview. They initially completed a verbal 

questionnaire relating to their expertise in the small business landscape (see Appendix C). 

This was followed by a discussion of five stem questions and 19 sub-stem questions 

relating to SBO literacy (see Appendix D). The final questionnaire administered by the 

interviewer included four stem questions with a total of 26 sub-stem questions and 

required experts to respond with an answer in a Likert scale format for the first 3 question 

stems and to select all that applies for the last question stem (see Appendix E). A Likert-

scale is a psychometrica scale that allows respondents to select from multiple categories 

to indicate their opinions, attitudes and feelings about a particular issue.485 The Likert-

scale used in the questionnaire was employed to strengthened the overall quality of the 

 
481 Jaber F Gubrium, James A Holstein, Amir B Marvasti and Karyn D McKinney, The Sage Handbook of 

Interview Research: The Complexity of the Craft (Sage, 2nd ed, 2012) 194.  
482 Lee and Aslam (n 474). 
483 Gubrium et al. (n 481) 194-7.  
484 Ibid 197-9. 
485 Tomoko Nemotor and David Beglar, ‘Developing Likert-scalre questionnaires’ in N.Sonda and 

A.Krause (eds), JALT2013 Conference Proceedings, (2014) Tokyo.  
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data collected from experts because it ensured that some important literacy questions were 

addressed by all participants. The responses were also useful for triangulation with the 

qualitative data. The quantitative responses were therefore integrated as part of the 

narrative discussion.486 

3.5.4 Large-scale survey 

Survey can also be a superior method in collecting primary data in practice.487 The 

knowledge created from surveys is deemed to be reliable and valid due to the strict rules 

and laws that are required to be adhered to during survey implementation. Survey 

constructs relate to the size of the population samples, the methods of selection of 

samples, the representativeness of subjects under study and the extent to which 

knowledge claims can be generalised.488 However, a limitation of the survey is that it 

anticipates that all the theories of the research issue are identified in advance.489 

Constructing an instrument that investigates all the appropriate issues would have been 

challenging, considering there was a lack of reliable and up-to-date information about the 

relationship between small business cash flow and taxation prior to the research.490 In an 

attempt to design a more informed survey, the data collected and analysed in the 

qualitative stage was used as the foundation for the questions that were explored by the 

survey instrument. These results were also combined with the prior literature, particularly 

that relevant to tax knowledge of small business conducted by McKerchar491 in 1996. 

Creating the current instrument by combining past survey questions with contemporary 

responses obtained in both the multiple case study and the expert data collections was 

thought to improve the strength of the survey’s content validity. Making use of feedback 

from the multiple case study and experts within the small business landscape would also 

have given a thorough overview of small business experiences. This is important when 

collecting data from a large population of SSSBs because the group are extremely 

heterogeneous. 

 
486 Ibid 203.  
487 Chris Evans, Binh Tran-Nam and Brian Andrew, ‘Towards Systematic Reform of the Australian 

Personal Income Tax: Developing Sustainable Model for the Future’ (2007) 22(2) Australian Tax Forum, 

15-48, 34.  
488 Floyd J Fowler, Survey Research Methods (Sage Publications, 4th ed, 2009); McKerchar, Design & 

Conduct of Research in Tax, Law & Accounting (n 465) 92.  
489 McKerchar, Design & Conduct of Research in Tax, Law & Accounting (n 465) 140. 
490 Fowler (n 488) 165.  
491 McKerchar (n 64). 
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The survey was circulated in the form of self-administered questionnaires, where 

the method of participation was in electronic form as an alternative to traditional mail 

surveys. Previous research suggests that administering electronic surveys as opposed to 

mail surveys offers the advantage of a reduction in time from sending and receiving 

traditional mail.492 This also allows for quicker and more accurate generation of data files, 

as the possibility of transcribing errors is eliminated at the data capture stage.493 

Because SSSBs are a heterogeneous group, it was anticipated that surveying a large 

population of SSSB participants based on knowledge obtained in the practical situation 

of the multiple case study would give a more thorough overview of SSSB experiences. 

3.6 PARTICIPANTS 

Participants engaged in this research were from two groups. The group that the 

research primarily focused on were individuals who operate small SSSBs. These SSSBs 

were classified in accordance with ABS catalogue no. 1292.0 and ranged from a variety 

of service classifications.494 The experts involved in the research were selected for their 

proficiency in advising, advocating or residing over the liquidity of small business in 

Australia, with respect to cash flow, taxation or both. These experts were chosen 

according to their classification in one of four professions: accountants or financial 

advisers, small business advocates, academics and ATO or Government employees. This 

section discusses the unit of analysis used for each group of participants in the research 

as well as the sampling techniques enacted to secure their participation in the project.  

3.6.1 Multiple Case Study 

The primary aim of recruitment of SSSB participants for the multiple case study 

was to engage a representative for each service classification listed in ABS catalogue no. 

1292.0.495 Securing participants from the small business sector was a challenging 

exercise, which has also been acknowledged in other qualitative research projects 

completed in Australia.496 As a result, purposive sampling techniques were used to ensure 

that volunteer participants were selected according to those service sector 

 
492 Edith de Leeuw, ‘To Mix or Not to Mix Data Collection Modes in Surveys’ (2005) 21(2) Journal of 

Official Statistics, 233-255, 234; Evans, Tran-Nam and Andrew (n 487) 34; Fowler (n 488). 
493 de Leeuw (n 492) 234; Evans, Tran-Nam and Andrew (n 487) 34; Fowler (488).  
494 ABS 1292.0 (n 73). 
495 Ibid. 
496 Belle Isle, Freudenberg and Copp (n 4); Belle Isle and Freudenberg (n 5); Binh Tran-Nam and John 

Glover, ‘Estimating The Transitional Compliance Costs of the GST in Australia’ (2002) 17 Australian Tax 

Forum, 499-536; Wallschutzky and Gibson (n 2). 
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classifications497 and to their adherence with the unit of analysis for the project. The unit 

of analysis required that participant SSSBs had an annual turnover of $10 million or less 

and a full-time workforce of 20 or fewer employees.498 SSSBs who were engaged to 

participate in the multiple case study were sourced from a variety of platforms including 

social media platforms (i.e. Facebook and LinkedIn), by email distribution through 

accounting firm databases and by approaching the researcher’s personal, professional and 

university network. As a result of the sampling techniques utilised, seventeen SSSB 

participants were engaged for the multiple case study in Stage 1.  

3.6.2 Expert Engagement 

Expert engagement in the qualitative process served three purposes. First, it 

provided feedback from experts about their experiences with SBOs in terms of cash flow 

and literacy. Second, expert participation also allowed for a base level of literacy required 

by SBOs to be discussed and established by those dealing with SBOs in the real-life 

context. Third, the ability to validate and comparatively analyse the responses from 

service SBOs provided in the multiple case study.  

Experts selected to participate in the project were sourced from four professional 

groups: accountants or financial advisors, academics, ATO or Government employees 

that deal with tax administration, small business advocates. The anticipated number of 

expert participants required to represent each group, which was five, allowed for a total 

of twenty experts. Five experts volunteered from the professional groups of academia, 

advocates and ATO/Government and eight experts were engaged from the 

accounting/financial advisory group, giving a total of 23 participants. Participants were 

selected using purposive sampling to ensure that experts satisfied one of the four 

professional groups, had sufficient experience in the small business environment and 

represented different geographical locations within Australia.499 Participants were sought 

from the professional networks of the researcher and her supervisors through personal 

emails and private messages using the professional social media platform LinkedIn. 

Initially, 32 experts suggested that they were interested in participating in the research. A 

final number of 23 experts completed the interview and quantitative questionnaires. These 

experts represented all states and territories in Australia, except for Tasmania and the 

 
497 ABS 1292.0 (n 73). 
498 ABS 8165.0 (n 14); ATO Tax Stats 2015-16 (n 95). 
499 ‘Purposive Sampling’ Lærd Dissertation, Dissertation.Laerd.Com (Web Page) 

http://dissertation.laerd.com/purposive-sampling.php.  
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Northern Territory. Experts also represented the inner city, outer suburbs and regional500 

areas in Australia. 

3.6.3 Large-Scale Survey 

The main aim of the large-scale survey was to generalise the results to SSSBs in 

Australia. In order to satisfy this requirement, a large sample size was sought. The best 

mode for data collection would be a single mode of survey design, to ensure that all 

questions posed to participants were structured the same way. The design chosen was to 

use an electronic link to the survey rather than a survey administered over the telephone 

or through the post. The survey was constructed using a web-link to the survey created in 

the Survey Monkey online survey platform. This web-link was used on multiple platforms 

in order to engage with SSSBs (see Table 3.2). The advantages of surveys conducted 

using a web-link are that they are both time and cost effective, along with their ability to 

reach larger geographical areas more effectively.501 However, it is acknowledged that 

surveys administered via web-link can result in coverage error, as not all possible 

respondents in the target group will have access to the internet.502 To minimise the impact 

of coverage error, the survey could be completed on different devices such as computers, 

tablets and mobile phones. However, it is possible that those service SBOs with very low 

information technology literacy would be excluded from participating in the survey due 

to their inability to access the survey link.  

The sample of SSSB in Australia was achieved through three different sampling 

techniques: snowball, convenience and stratified sampling.503 The survey link was 

distributed via the following channels (see Table 3.2 and Figure 3.1). 

 
500 Regional Queensland, New South Wales and Western Australia were represented by experts engaged in 

the research. 
501 de Leeuw (n 492) 234; Fowler (n 488). 
502 de Leeuw (n 492); Fowler (n 488). 
503 Creswell and Plano Clark (n 421) 123; ‘Stratified Random Sampling’ Lærd Dissertation (2018) 

Dissertation.laerd.com (Web Page) <http://dissertation.laerd.com/stratified-random-sampling.php>. 
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Table 3.2. Sampling Sources for Survey Distribution 

Date Distributed Survey Distribution Channels 

November 2018 

to June 2019 

Facebook by Dr Brett Freudenberg and Mrs Melissa Belle Isle plus the post was 

shared by numerous Facebook contacts 

November 2018 

to June 2019 

LinkedIn by Dr Brett Freudenberg and Mrs Melissa Belle Isle plus the post was 

shared by numerous LinkedIn contacts. 

November - 

December 2018 

Emails to personal and professional contacts of Mrs Melissa Belle Isle and Dr 

Brett Freudenberg.  

26/11/18 137 attendees to ‘Finance – staying afloat’ hosted by Griffith Entrepreneurship 

Seminar Series 

20/12/18 Business South Australia weekly newsletter 

30/01/19 Tax Vine – The Tax Institute of Australia 

30/01/19 Griffith Corporate Services – Volunteer for Important Research Projects email.  

13/02/19 Griffith News Blog 

28/2/19 Griffith Corporate Services – Volunteer for Important Research Projects email. 

12/04/19 Newsletter of the Australian Institute of Credit Management. 

30/5/19 Griffith Corporate Services – Volunteer for Important Research Projects email. 

May/June 2019 Emails to small businesses sourced by random selection from the ABN register. 

Convenience sampling was used to make contact with both professional and 

personal contacts of the research team using email, Facebook and LinkedIn. These 

contacts included participants of the qualitative stage of the project, students (current and 

past) and small businesses known to the research team. Engagement with these contacts 

also resulted in snowball sampling techniques, as possible participants were encouraged 

to share the survey with their own networks. Participants were also sought using snowball 

sampling by contacting industry associations and representatives of professional bodies. 

These groups shared the web-link for the survey with their network or member listing 

using newsletters, mass email distribution and website blogs. Groups involved in 

distributing the survey, listed in the Table 3.2, included Business South Australia, The 

Tax Institute, Australian Institute of Credit Management and a variety of groups within 

Griffith University including the Griffith Alumni, Entrepreneurship Seminar Series and 

the Griffith News Blog (see Appendix F).504 

The final method of sampling used for the large-scale survey was a stratified sample 

of businesses registered for an Australian Business Number (ABN) in Australia. 

Businesses were categorised by their geographical location and, as a result, the strata for 

the project were the States or Territories of Australia. Those chosen for stratified sampling 

included Tasmania, New South Wales, Victoria, Western Australia and the Australian 

 
504 See listing at: https://news.griffith.edu.au/2019/02/13/calling-small-businesses-griffith-researcher-

wants-to-help-your-cash-flow/ ; See Appendix F for copy of the listing. 
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Capital Territory. The Northern Territory was excluded due to time restrictions, as the 

random sample selection could not be concluded before the survey closing date. A 

conscious decision, made to exclude Queensland from the stratified sample method, was 

based on the fact that the research team are all based in Queensland, and that small 

business participants who were drawn from the convenience and snowball sampling were 

more likely to be in Queensland because the researcher’s personal and professional 

networks were predominantly from Queensland.  

As a result of the variety of sampling techniques employed for the large-scale 

survey, it is impossible to ascertain a specific response rate. An alternative in this situation 

is the identification of a completion rate. This is calculated by the number of participants 

who began the survey in comparison to those who completed the survey. A total of 259 

started the survey and a total of 116 completed it, giving a completion rate of 45%. Further 

details of the survey, including an extended discussion of survey design, pilot testing and 

results, are discussed in depth in Chapter Six and Chapter Seven. The survey was 

concluded in June 2019 and therefore the data was collected prior to the economic effect 

of the COVID-19 pandemic.  

3.7 ANALYSIS 

This project utilised both qualitative and quantitative data analysis techniques. 

Stage 1 and 2 predominantly involved the collection of qualitative data whereas in Stage 

3 the core data was quantitative. It should be noted that section 3.7.1 relates to data 

collected in Stage 1 and 2. It is acknowledged that there were some quantitative data 

methods used in Stage 1 and 2; however, the data collected through quantitative methods 

was supplemental to the qualitative data.505 The opposing scenario can be applied to 

section 3.7.2 regarding Stage 3 of the research plan (see Figure 3.1), which predominantly 

utilised quantitative data. Some survey questions were more qualitative in nature, as 

respondents were asked to provide conversational feedback in their answers. The data 

analysis techniques are discussed and employed in terms of the core data of sections 3.7.1 

and 3.7.2, which are qualitative and quantitative, respectively.  

 
505 Gubrium et al. (n 481) 203. 



 

Chapter 3: Research Design 85 

3.7.1 Qualitative data collection and analysis techniques 

The qualitative data collection in Stage 1 and 2 involved both SSSBs and experts. 

Data was initially collected from SSSBs engaged in the multiple case study, next came 

the collection of data from experts. As detailed earlier, data was collected using a variety 

of sources for each group, including semi-structured interviews and quantitative 

questionnaires administered during the interview process. For SSSBs, this questionnaire 

predominantly related to individual and business demographics, whereas for experts, the 

questions were directed towards non-specific information that explored or validated the 

research issues identified in previous research or during the multiple case study.506  

Similar data analysis techniques were applied to the multiple case study data and 

the expert data. In accordance with rules discussed by Gubrium,507 analysis of the data 

collected in semi-structured interviews did not begin until the completion of all the 

interviews for each group. Because the qualitative component was of more significance 

than the quantitative questionnaire (i.e. QUAL-quant design)508 in both the multiple case 

study and the expert engagement, all other data collected were analysed under the same 

guidelines. 

Initially, determination of the categories that would be analysed from the data 

collected were largely developed in advance based on the literature review and the 

research questions established. Brickman509 described this as concept driven analysis 

where codes are determined in advance. These concepts could be modified or expanded 

during the analysis process if contradictions or previously unidentified relationships are 

discovered.510 To code the data, the researcher employed content analysis techniques, 

which involves the manual identification of similar subject matter from the transcribed 

interview scripts.511 Files are created based on the categories already established and the 

text satisfying each category from the transcripts is copied into the relevant file.512 Once 

all transcripts have been thoroughly analysed and the data copied to the relevant files, the 

data is further analysed into sub-categories.513 Sub-categories can include codes that were 

 
506 Scapens (n 463) 266.  
507 Gubrium et al. (n 481) 197-9.  
508 Note: see Gubrium et al (n 481) 203 for design choices in interview methodology.  
509 Brinkmann (n 475) 64. 
510 Ibid 65. 
511 Gubrium et al. (n 481) 198.  
512 Ibid. 
513 Ibid. 
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previously expected to be present and new codes uncovered from the data collection 

process.514  

Content analysis in the current project initially involved reading over all transcripts 

before copying any data into files. The researcher assigned a different colour to each 

category and highlighted text in the transcripts that satisfied individual categories. Some 

textual concepts addressed more than one category and therefore comments were made 

in the transcript document about the relevance of that text to the identified categories. A 

second reading of the transcripts was then carried out to ensure that the consistency of the 

analysis techniques was employed for all transcripts. Once this was completed, the 

highlighted text was copied to the relevant category file.  

The researcher then read each file and identified sub-categories and relationships 

that appeared to be apparent in the data. Files were created for each sub-category and the 

process previously completed for categories was carried out again for the sub-categories. 

The category and sub-category documents assisted in determining how the results would 

be presented in the research documentation. Important quotations were included where 

relevant in the thesis (see Chapter 4 and Chapter 5). The datum collected in the 

quantitative questionnaires were then integrated into the discussion of the qualitative data 

to give further meaning to the identified categories and to discuss any relationships that 

appear to exist among participants with similar demographics. The quantitative data was 

also used to triangulate the data and to perform a comparative analysis to identify 

differences and similarities between the two different forms of data.  

3.7.2 Quantitative data collection and analysis techniques 

As noted, the survey instrument developed from the qualitative findings was 

designed in the electronic data collection tool Survey Monkey. The survey included 

questions to address descriptive, predictive and analytical relationships of the participant 

SSSBs and the service SBOs and to address a series of hypothesis statements, as detailed 

in Table 3.3.515  

 
514 Brinkmann (n 475) 64; Gubrium et al. (n 481) 198. 
515 Jenny Rowley, ‘Designing and using Research Questionnaires’ (2014) 37(3) Management Research 

Review, 308-330, 311. 
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Table 3.3. Survey hypothesis statements 

Code Hypothesis Statements One-or 

Two-

tail test  

Relevant Survey 

Questions 

Relevant 

research 

question 

Demographic information 

H1 An increase in level of education results in an increase 

in SBO literacy.  

N/A - 

mean 

Q5 - sorted to overall LS 

categories 

SQ4 

H2 Migrant SBOs have a lower level of literacy than Non-

migrants. 

N/A - 

mean 

Q4 - sorted to overall LS 

categories 

SQ4 

H3 Choice of business structure influences SBO literacy. N/A - 

mean 

Q7 - sorted to overall LS 

categories 

SQ4 

H4 Age of business does not influence SBO literacy. N/A - 

mean 

Q9 - sorted to overall LS 

categories 

SQ4 

H5 The number of employees that a business employs 

influences SBO literacy. 

N/A - 

mean 

Q10 - sorted to overall 

LS categories 

SQ4 

H6 Previous business experience influences SBO literacy.  N/A - 

mean 

Q15 - sorted to overall 

LS categories 

SQ4 

H7 ANZSIC classification that businesses reside in 

influences SBO literacy 

2 Q6 - sorted to overall LS 

categories 

SQ4 

Literacy in relation to Resource Based Theory 

H8 Business performance is related to SBO literacy 1 Q11 plus literacy scores SQ5 

Literacy relationships 

H9 Business tax literacy of SBOs is related to the 

combination of financial statements literacy and CAS 

literacy 

2 Literacy scores RQ2 

H10 CAS literacy is related to business tax Literacy 2 Literacy scores RQ2 

H11 Business tax literacy is related to literacy in 

understanding Financial Statements 

2 Literacy scores RQ2 

H12 Cas Literacy is related to literacy in understanding 

financial statements  

2 Literacy scores RQ2 

H13 Implementation of cash flow activities in small 

businesses is related to SBO literacy 

2 Q29, Q30 plus Literacy 

scores 

RQ2 

Perception 

H14 SBO perception about how the impact of the tax 

system on cash flow relates to SBO literacy 

2 Q27, Q28 plus Literacy 

scores 

SQ7 

H15 SBO perception about how the usefulness of financial 

statements to assist management of cash flow relates to 

SBO literacy 

2 Q39 plus Literacy scores SQ7 

H16 SBO perception about how the usefulness of CAS for 

cash flow management relates to SBO literacy 

2 Q47 plus literacy scores SQ7 

Confidence 

H17 SBO confidence about their ability to implement 

effective cash flow management systems relates to 

SBO literacy.  

2 Q25 plus literacy scores SQ6 

H18 SBO confidence about their understanding of taxation 

relates to SBO literacy.  

2 Q26 plus literacy scores SQ6 

H19 SBO confidence on operating CAS systems relates to 

SBO literacy.  

2 Q48 plus Literacy scores SQ6 

H20 SBO confidence in using financial statements to 

determine business health relates to SBO literacy.  

2 Q40 plus Literacy scores SQ6 

 

Once the survey closed for data collection, the results were extracted from Survey 

Monkey and imported into Microsoft Excel (Excel), a preparatory tool for initial data 

cleaning. The original data file was maintained, and a second file was created that 

included only those questionnaires that had been completed in totality by the SSSB survey 
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participants.516 The file of completed questionnaires was then imported into the research 

data analysis software, Statistical Package for the Social Sciences (SPSS).517 Data coding 

was carried out once the data was imported into SPSS. The variable types relevant to the 

survey data were scale and nominal categories. A separate file was created to analyse 

responses related to service SBO confidence and perception; data relevant to those topics 

were imported into those files from the main SPSS file. For the most part, data were 

presented in table format. In some instances, a histogram was used to illustrate the 

findings, particularly if the answers to only one question were being addressed.  

For those questions structured in a Likert scale format, a new variable was created 

in ‘scale’ category to ensure that the coding of the data excluded answers where 

participants selected ‘not applicable’, ‘not sure’, ‘advisor’s job’ or ‘never thought of it’. 

Coding in such a way allowed for analysis of the results according to answers that fulfilled 

the Likert scale; this in turn prevented distortion of the values relevant to those who 

agreed or disagreed with statements being posed to participants.  

To achieve an LS for each participant, a new variable was created for each literacy 

question. The new variable was categorised as a scale variable and only the correct answer 

was given a value. Each correct answer was allocated a score of one which when tallied 

could allow a participant to achieve an overall LS of 43. Similar scoring of knowledge 

has been carried out in prior tax literacy research by Brakin.518 Due to the focus of the 

research on different literacy areas, an LS was also created for business tax, financial 

statements and CAS. LSs were used to create a mean score which was applied in 

discussions related to participant SSSBs and the service SBOs of those businesses. LSs 

were also used to run simple linear regression (and Oneway Anova for CAS questions) 

to determine if service SBO confidence and SBO perception can be predicted by service 

SBO literacy. To explore SBO literacy as an internal resource for RBT, regression was 

also carried out to examine the relationship between SBO literacy and SSSB performance.  

3.8 ETHICS AND LIMITATIONS 

Ethical issues in the current project relate to the collection of participants’ 

individual business experiences, beliefs and practices related to cash flow, taxation and 

 
516 Note: In the situation where a participant skipped or missed answering one question, their responses 

were included in the final data file.   
517 Version 26 of SPSS was used to conduct data analysis for this research.  
518 Brackin (n 83). 
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SBO literacy. These issues were addressed by obtaining ethics approval number 2016/194 

(see Appendix G) from Griffith University prior to contacting possible participants and 

collecting any data for the research project. 

Participants were provided with a “Participant Information and Informed Consent’ 

form before any data collection began. A different form was created for each group of 

research participants. These forms outlined the research teams’ commitment to 

confidentiality of participants and the practices that would be undertaken to uphold this 

confidentiality. They also clearly state that project participation is voluntary and that 

withdrawal from the project at any time is an option for any participant. For participants 

engaged in the multiple case study and expert stages of the research, consent was accepted 

in the form of a signed document from each respondent (see Appendix H and Appendix 

I respectively). Those contributing to the survey data were given the option to begin the 

survey based on a summary of the ethical considerations or to read the full Participant 

Information and Informed Consent document before continuing as part of the survey 

format (see Appendix J).  

Service SBOs and experts who were involved in the collection of data using the 

interview method were asked at the beginning of the interview whether they gave consent 

to the interview being digitally recorded. All audio recordings were destroyed at the 

completion of transcription of the data. Participant confidentiality was maintained from 

all data sources by an allocation of participant numbers in exchange for participant 

personal details.  

3.9 CONCLUSION 

This chapter outlined the mixed methods design implemented for the research 

project. Needing to examine the real-life experiences of service SBOs, SSSBs and experts 

required using the research of an exploratory nature. The pragmatic approach was 

discussed as a worldview that allowed the research design to be structured around 

gathering the required knowledge to address the research problem. Because the research 

explores both the literacy of service SBOs and their ability to use their knowledge to 

implement cash flow management practices, RBT was considered for examining whether 

the internal resources of businesses have any impact on performance. An overview was 

given of the sources of data and the methods employed to collect this data in order to 

solve real-life problems identified in the small business sector. The unit of analysis for 
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the engagement of participants for each stage of the research was then outlined, including 

the sampling techniques employed. Finally, ethical considerations were presented, along 

with the methods implemented in order to maintain participant anonymity and 

confidentiality. The results of the research will be discussed in the next four chapters. 

Chapters Four and Five present the results from the qualitative stages, Chapters Six and 

Seven give the results of the quantitative stage. 
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Chapter 4: The cash flow and tax relationship 

in small service sector businesses 

4.1 INTRODUCTION 

This chapter analyses and considers the data collected from small service sector 

businesses (SSSBs) engaged in a multiple case study. The case study addressed in this 

chapter relate to the research question: How is the cash flow of Australian SSSBs 

influenced by tax obligations? The data sources included a semi-structured interview and 

a structured survey. These data sources provided demographic information about the 

service small business owners (SBOs) and their SSSBs.  

The chapter begins with a discussion about the demographic information of the case 

study participants and their businesses, followed by an examination of the service SBOs’ 

perception in terms of their business cash flow stability. The interaction between cash 

flow and the five Federal tax systems considered is then explored from the service SBOs’ 

perspective. Comparative analysis of the SSSB demographics and the findings from the 

case study are then considered. The conclusion summarises the multiple case study results 

in terms of cash flow and taxation relevant to the research question.  

4.2 DEMOGRAPHICS OF THE SSSB PARTICIPANTS 

The purpose of the multiple case study (Stage 1) was to develop a deeper 

understanding of cash flow, taxation and literacy issues prevalent in SSSBs. Because 

service sector classifications are so diverse, as are small businesses in general,519 it was 

necessary to engage small businesses from a wide variety of trades. Demographic 

information was therefore collected to ensure that a wide range of ANZSIC520 service 

classifications were represented by the SSSBs involved. 

It was proposed that at least one business from each ANZSIC521 service 

classification would be included in the case study. Unfortunately, it was not possible to 

satisfy this proposition. The participating SSSBs engaged were classified into nine of the 

 
519 Freedman (n 116). 
520 ABS 1292.0 (n 73). 
521 Ibid. 
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fifteen service groups. The classification groups that were not represented in the case 

study included categories D (Electricity, Gas, Water and Waste Services), F (Wholesale 

Trade), I (Transport, Postal and Warehousing), L (Rental Hiring and Real Estate 

Services), O (Public Administration and Safety) and R (Arts and Recreational Services), 

as seen in Table 1.1 (see page 9). Initially 24 SSSBs expressed interest in participating in 

the multiple case study (Stage 1), however only 17 of those SSSBs were successfully 

engaged in the data collection for the multiple case study.   

Table 4.1. demonstrates an overview of the participating SSSBs in terms of annual 

turnover, years trading, number of employees, business activity statement (BAS) and pay 

as you go (PAYG) reporting cycle, business form, trading partners, services provided, 

ANZSIC category, use and type of computer accounting software (CAS), preparation and 

lodgement of BAS and compliance with the five Federal tax systems within the study, 

including whether businesses had a requirement to pay a PAYG or a fringe benefits tax 

(FBT) instalment.   
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Table 4.1. Participant demographics for multiple case study 

P
ar

ti
ci

p
an

t 
n
o

. 
 

A
n

n
u

al
 T

u
rn

o
v

er
 

Y
ea

rs
 T

ra
d

in
g
 

F
/T

 E
m

p
lo

y
ee

s 

B
A

S
 R

ep
o

rt
in

g
 

P
A

Y
G

 R
ep

o
rt

in
g
 

B
u

si
n
es

s 
F

o
rm

 

C
o
n

su
m

er
 s

al
es

 %
 

B
u

si
n
es

s 
sa

le
s 

%
 

S
er

v
ic

e 
P

ro
v
id

ed
 

A
N

Z
S

IC
 C

at
eg

o
ry

 

U
se

s 
C

A
S

 

C
A

S
 T

y
p
e 

B
A

S
 p

re
p
ar

ed
 b

y
 

B
A

S
 l

o
d
g
ed

 b
y
 

P
A

Y
G

 

F
B

T
 

S
G

 

In
co

m
e 

T
ax

 

G
S

T
 

P
ai

d
 P

A
Y

G
 I

n
st

al
m

en
t 

P
ai

d
 F

B
T

 I
n

st
al

m
en

t 

1. 

(SB2) 

500,000 < 

2,000,000 

28 4 Qtrly Qtrly Discretionary 

Trust 

100 0 Sale of 

liquidated & 
imported 

goods 

G N Excel & 

Bank 
statements 

Self Accountant 

Tax Agent 

Y N Y Y Y Y N/A 

2. 
(SB3) 

2,000,000 < 
5,000,000 

18 17 Qtrly Mthly Company 
Trust 

combination 

5 95 Commercial 
Plumbing 

E Y SimPro for 
job Mgmt 

and MYOB 

Self Self Y N Y Y Y N N/A 

3. 

(SB4) 

< $250,000 10 1 Qtrly Qtrly Sole Trader 0 100 Bookkeeping K 

N 

Y MYOB Self Self Y N Y Y Y Y N/A 

4. 
(SB5) 

$250,000 < 
$500,000 

5 3 Qtrly Qtrly Company  80 20 Cleaning M
N 

Y MYOB Bookkeeper Bookkeeper Y Y Y Y Y Y N  

5. 

(SB6) 

$500,000 < 

$2,000,000 

17 2 Qtrly Qtrly Trust 100 0 Financial 

Planning and 

Wealth Mgmt 

K Y Reckon 1 Bookkeeper Bookkeeper Y Y Y Y Y Y N  

6. 
(SB7) 

$2,000,000 < 
$5,000,000 

2 18 Mthly Qtrly General 
Partnership 

90 10 Fresh Fruit 
and 

Vegetables 

G Y Xero Accountant 
Tax Agent 

Accountant 
Tax Agent 

Y N Y Y Y N N/A 

7. 

(SB8) 

$2,000,000 < 

$5,000,000 

2 20 Qtrly Mthly Discretionary 

Trust 

100 0 Daycare 

Centre 

P Y MYOB Accountant 

Tax Agent 

Accountant 

Tax Agent 

Y N Y Y Y N N/A 

8. 

(SB9) 

<$250,000 3 1 Qtrly Qtrly Discretionary 

Trust 

10 90 Accounting 

and Tax 

Services 

M Y Xero Self Self Y N Y Y Y Y N/A 
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9. 
(SB10) 

$500,000 < 
$2,000,000 

10 1 Qtrly Qtrly Company 100 0 Restaurant H Y MYOB Self Bookkeeper Y N Y Y Y N N/A 

10. 

(SB11) 

$500,000 < 

$2,000,000 

5 6 Qtrly Qtrly Company 2 98 Software 

Development 

J Y MYOB Bookkeeper Accountant 

Tax Agent 

Y N Y Y Y Y N/A 

11. 

(SB12) 

$500,000 < 

$2,000,000 

11 8 Qtrly Mthly Company 98 2 Take-away 

Food 

H Y Xero Accountant 

Tax Agent 

Accountant 

Tax Agent 

Y N Y Y Y N N/A 

12. 
(SB16) 

$500,000 < 
$2,000,000 

1 1 Qtrly Qtrly Company 0 100 Technical 
Engineering 

M Y Xero Self Self Y N N Y Y N N/A 

13. 
(SB17) 

$500,000 < 
$2,000,000 

2 3 Qtrly Mthly Company 5 95 Technical 
Engineering 

M Y Harvest and 
Excel 

Bookkeeper Bookkeeper Y N Y Y Y Y N/A 

14. 
(SB18) 

$2,000,000 < 
$5,000,000 

5 11 Qtrly Mthly Company 0 100 Team Training P Y MYOB Bookkeeper Bookkeeper Y Y Y Y Y Y Y 

15. 

(SB22) 

$500,000 < 

$2,000,000 

13 2 Qtrly Mthly Discretionary 

Trust 

100 0 Psychology Q Y Xero Accountant 

Tax Agent 

Accountant 

Tax Agent 

Y N Y Y Y Y N/A 

16. 

(SB23) 

$500,000 < 

$2,000,000 

30 2 Qtrly Mthly Company 2 98 Electrical 

Engineerin

g 

E Y Xero Self Accountant 

Tax Agent 

Y N Y Y Y Y N/A 

17. 

(SB24) 

$500,000 < 

$2,000,000 

30 10 Mthly Mthly Company 100 0 Dental Q Y Reckon 1 Employee Employee Y Y Y Y Y Y N 
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Table 4.1 and Figure 4.1 illustrate that all participating SSSBs reported for PAYG, 

income tax, goods and service tax (GST) and the superannuation guarantee (SG). Four 

businesses or 24% reported for FBT. Of the four businesses complying with FBT, only 

one business (representing 25% of complying entities) paid an FBT instalment. 

Figure 4.1. Illustration of the tax systems relevant to small business participants 

 

Source: Author’s depiction 
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employment diversity. Full-time employment figures range from 1 to 17. This variation 

might be explained by the size of the annual income category. It is difficult to determine 

whether the full-time employment variation relates to the services provided by the 

business, as the employee numbers of those running professional businesses (Participants 

15 and 17) differ considerably, with one business employing 2 full-time employees and 

the other employing 10. This circumstance is similar for the two businesses providing 

food services (ANZSIC Category ‘H’). The restaurant employs one full-time employee, 

whereas the takeaway food provider employs 8 full-time employees. This demonstrates 

that income size does not necessarily relate to the number of full-time employees or the 

services being provided. 

4.3 THE RELATIONSHIP BETWEEN CASH FLOW AND TAX 

OBLIGATIONS 

The purpose of the case study was to investigate the potential relationship between 

the cash flow management, taxation and literacy of service SBOs. There is a lack of theory 

relating to the relationship between these components has been found. The case study was 

therefore undertaken as an exploratory instrument to determine the potential relationships 

between the three areas. It was not the intention of the case study to revisit research that 

has been investigated previously.522 For that reason, the case study did not explore 

Subsidiary Research Question One, which relates to the effect of the timing of tax 

payments on small business cash flow. However, if participants freely gave feedback 

relating to the timing of tax payments in their responses, these findings will include that 

information where it is relevant to the case study findings. 

4.3.1 Cash Flow Stability 

As discussed in Chapters One and Two, cash flow is of particular importance to the 

ongoing survival of small business.523 Cash flow (or liquidity) is the ability to meet short-

term commitments as measured by working capital, being current assets minus current 

liabilities.524 In order to understand the perceived cash flow stability of the SSSB 

participants in the case study, participants were asked in the interviews: ‘Does your 

business consistently meet its short-term cash commitments?’ Eleven participants 

responded that they do meet their short-term cash commitments; nine responded with 

 
522 Belle Isle, Freudenberg and Copp (n 4); Belle Isle and Freudenberg, (n 5). 
523 Belle Isle, Freudenberg and Copp (n 4); Wallschutzky and Gibson (n 2) 527. 
524 Belle Isle, Freudenberg and Copp (n 4) 424; Drever and Hutchinson (n 154). 
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certainty that they pay their outstanding debts on time; the two remaining businesses were 

not as confident. 

Yes, on average I would say that we meet our short-term cash commitments 

(Participant 9). 

Yes, actually we do because we have been in business for almost 28 years and we 

sort of have the experience of how to manage the cash flow and we also know what 

we are expecting and when payments are due so usually yes (Participant 1).  

The six SSSB participants who suggested that they did not or have not always paid 

their short-term commitments by the due date had varying reasons for not doing so. Five 

of the six business participants suggested it was a result of restricted cash flow. Cash flow 

restrictions were predominately a result of debtors not paying within trading terms. This 

is similar to the findings of Belle Isle, Freudenberg and Copp,525 and those of the 

Australian Small Business and Family Enterprise Ombudsman,526 who found that it is 

common practice in Australia to receive payments from debtors later than the trading 

terms offered. Other responses for not paying on time included restrictions on time, 

business growth and reduced revenue. SSSB participants commented that:  

Sometimes we are late. Cash flow reasons, maybe because we haven’t been paid on 

time (Participant 2).  

The main reason would be cash flow regarding big multi-national organisations 

taking 90 days to pay us (Participant 14).  

Predominately the issue is cash flow. A lot of it is due to business growth, our 

business has grown, and we have had an increase in payroll and a lot of our revenue 

is subject to 60-day terms. Obviously, we have to pay our staff on time, so if cash 

is not received for 60 days our bills have to wait (Participant 4).  

Our creditors are sometimes not paid by the due date. This is not because we don’t 

have the funds to pay but because we are so busy with work and family 

commitments that sometimes we miss paying our suppliers by the due date 

(Participant 16).  

 
525 Belle Isle, Freudenberg and Copp (n 4).  
526 Australian Small Business and Family Enterprise Ombudsman (n 205). 
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Overall, it appears from the limited sample that two-thirds of SSSBs are meeting 

their short-term commitments. Those who suggested that they do not always satisfy their 

short-term cash commitments had varying reasons for not doing so; the most common 

response related to late payments from creditors. However, business growth was also 

evident. It could be possible that businesses in a growth stage incur expenses before they 

realise growth in revenue. From the feedback, it appeared that, similar to the results of 

Wallschutzky and Gibson,527 the initial responses from SSSBs did not raise concerns 

about the influence of taxation on cash flow. The interviews were therefore used to 

explore further information relating to the taxation and cash flow relationship. 

4.3.2 Cash flow and Taxation  

Questions posed to SSSBs, in various formats to attempt to uncover their general 

feeling regarding taxes and cash flow, were followed by more specific questions relating 

to the five tax systems within the research project. Participants were asked a broad 

question: ‘What does tax mean to your business?’ It was found that not all business 

owners were negative about the requirement to adhere to tax obligations, as some 

businesses saw taxes as just another payable and part of doing business. 

Taxes are just a payable, it forms part of a cash flow requirement (Participant 2). 

It's part of running a business (Participant 7). 

It’s just another out going, we make sure we have money allocated so we don’t need 

to find it at the end of the quarter (Participant 5).  

Similar to findings of Wallschutsky and Gibson,528 small business participants did not 

convey unfavourable comments about the majority of their tax obligations. The responses 

from the remaining seven participants were not as favourable. Participant comments 

related to the general burden of tax obligations:  

Taxes are a massive hindrance to my business (Participant 4). 

Taxes play a huge roll in our business (Participant 9). 

More specific feedback was associated with the time and cost involved in complying. It 

appears from these comments that the issue may not be the amount of tax but the 

compliance costs and the complexity of tax:  

 
527 Wallschutzky and Gibson (n 2). 
528 Ibid. 
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Taxes mean more compliance cost plus a lot of time and effort (Participant 1).  

Taxes make it more time consuming to run a business (Participant 3). 

I think taxes are a bad thing. Just an imposition, none of it benefits me. It’s an 

administrative overhead and there are accounting and bookkeeping costs too and 

my time (Participant 10).  

Taxes are an unpredictable obligation to the tax office and lots of administration 

work for compliance (Participant 16). 

 Similar responses have been evident in compliance cost research since the 

introduction of the GST. SBOs are concerned about the heavy cost and time burden of 

tax on their business, particularly in comparison to their larger competitors.529 These 

findings may suggest that the Australian Taxation Office (ATO) needs to focus more on 

decreasing tax complexity and compliance costs for small businesses. 

Small businesses were then asked several questions to attempt to explore any 

common themes associated with cash flow and taxation. The first question asked: ‘Is there 

anything you would like to discuss as to how tax can influence your cash flow?’ Common 

responses related to the effect of tax on business growth and on the administration of 

taxes, each of which is discussed below. 

Business Growth 

At least six SSSBs suggested that taxation limits the growth of their business. 

Comments related primarily to the costs associated with employment tax obligations.  

The more people we employ, the more tax we pay so there is no incentive to do 

so. A tax break for employing staff would be good. (Participant 11).  

When I think about employing new people, I think two Australian employees are 

going to cost $50,000 per year in tax. I could instead use a computer system or 

offshore services and the cost is a lot less. I’d go with the cheaper way. This is not 

good for Australia. So, tax hinders business growth (Participant 8). 

I would love to have an employee but in the mining industry, I’d have to pay that 

person between $120,000 and $150,000 plus the cost of tax. I’d need to have most 

 
529 Evans et al. (n 45); Glover and Tran-Nam (n 45); Lignier and Evans (n 35); Lignier, Evans and Tran-

Nam (n 45); Pizzacalla (n 16); Ritchie (n 45). 
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of that upfront because I won’t earn anything from them for at least 3 months 

(Participant 12). 

All three of these responses related to employing staff, which suggests that business 

growth is restricted as a result of the requirement to adhere to PAYG withholding or 

superannuation obligations (explored in more detail later in this chapter). Part of the issue 

with growth might also be that it can involve employing staff who are an immediate cost, 

however, the income earnt from those staff may not be realised until sometime in the 

future. This feedback is concerning when considering that Australian employment is 

heavily reliant on the small business sector.530 However, recent statistics about small 

business employment growth - 148% in 2016 when compared to the previous year - 

indicate that many small businesses are still employing new people despite the apparent 

discouragement of tax obligations.531 

Administration and Timing of Tax payments 

Research conducted by the Organisation for Economic Co-operation and 

Development (OECD)532 proposed that overseas businesses experienced cash flow issues 

as a result of taxation. These issues were related to the timing of the tax payment and the 

multitude of tax payments required throughout each financial year. The interviews 

uncovered similar experiences for the SSSB participants. The participant responses 

related to administrative procedures in the first year of trading, to holding the tax liability 

on behalf of the ATO for lengthy periods of time and to the multitude of payments. 

A number of respondents reflected on the cash flow issues they experienced after 

the first year of trading. They suggested that more education was required at business 

start-up in relation to what the likely tax obligations would be at the end of the first year. 

The cash flow issues related to not paying any tax in the first year of trading and having 

a large tax liability in the second year as a result:533 

 
530 ABS 8155.0 (n 13); ABS 8165.0 (n 14); Department of Parliamentary Service (n 107). 
531 Department of Parliamentary Service (n 107). 
532 OECD Taxation of SMEs (n 101).  
533 Note: In Australia, lodgement for Income Tax for sole traders, partnerships and trusts is due on the 31st 

October and for self-reporting companies the 28th February following the end of the financial year on 30th 

June. The PAYG instalment system does not become an automatic obligation until after businesses lodge 

their first income tax return (if they meet the threshold). As a result, a tax liability will not be due for start-

up entities for up to 16 months for sole traders, partnerships and trusts and 20 months for companies. This 

could cause a restraint to cash flow if SBOs have not forecasted for the tax liability.  
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Year one of business, I paid nothing all year and then I was hit with a massive tax 

bill. Now in year two, I prepay534 some which is a lot better for cash flow 

(Participant 6).  

In year one I had all this money sitting in the bank with no idea what tax I was 

going to have to pay. At least I had been clever enough to put it away and not 

leave it until the tax bill hit me (Participant 12).  

Participant 12 indicated they were conscious of the fact that they would have a tax 

liability, and therefore had undertaken some planning (even if it was a rough estimate) to 

accommodate the tax liability that would be due in the future. Participant 6, in contrast, 

suggested that it was not until they experienced cash flow constraints that they realised 

the tax administration problem. It is acknowledged the ATO website suggests that new 

businesses should enter the PAYG instalment system voluntarily to avoid the situation of 

little or no cash to satisfy the tax liability at the end of the first year of trading. 

Unfortunately, it is not apparent to what extent businesses follow this advice. 

Other SSSB participants suggested that being a tax collector for the ATO creates a 

cash-flow problem. With reference to the tax systems explored in this research, businesses 

are required to collect tax on behalf of the ATO for GST and PAYG withholding. SSSBs 

highlighted cash flow issues arising from the tax liability being held for too long in the 

business bank account before remitting to the ATO. Comments appeared to refer to 

PAYG withholding, as they suggested that cash flow would be better supported if the tax 

liability was paid weekly or was consistent with each payroll cycle:  

I don’t think it is the actual tax that is the problem. I think it is the time between 

incurring the tax and the time it is paid that is the issue. If it was not stored in your 

account for long periods and left weekly, I think cash flow would be easier to 

manage (Participant 16).  

I think that PAYG withholding should be paid at each payroll cycle (Participant 

3).  

A number of SSSBs expressed the requirement for an overhaul of the current tax 

system, although they were unsure of how the system should be readministered. Their 

 
534 Prepayment relates to PAYG instalment 
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frustrations related to the number of tax systems and the different reporting and payment 

dates for each system:  

There are so many levels or platforms for tax. Is there a better system? I don’t 

know (Participant 6).  

There needs to be a general overhaul of the administration of taxes because there 

are so many different compartments (Participant 7). 

There’s IAS535, BAS, super, FBT, company tax and payroll tax. It’s quite 

complicated, there are so many touch points. FBT reporting in April, why is that? 

There is not much relief for small businesses on taxes (Participant 14).  

Research conducted by Wallschutzky and Gibson536 and the State Economics 

References Committee (SERC)537 in the 1990s had conflicting results in terms of the 

impact of taxation on cash flow. In Wallschutzky and Gibson’s538 study, SBOs suggested 

that only the wholesale sales tax (WST) had a negative impact on cash flow, whereas the 

SERC findings suggested that all tax systems would have unfavourable consequences on 

small business cash flow.539 The current research, therefore, examined the perception of 

service SBOs about whether they believed that tax influenced their business cash flow. 

The following question was posed to the interviewees: ‘Do you think it is the tax itself or 

some other influence that causes the cash flow problem’? Only two respondents suggested 

that it was the tax itself that caused a problem for cash flow. Those respondents were from 

varying ANZSIC540 service industries. One business resides in category ‘N’ 

Administrative and Support Services and the other offers Education and Training 

classified under category ‘P’. Their comments are presented below. 

I mean obviously, the tax itself is probably the main issue (Participant 3).  

Yes, the payroll tax is the issue (Participant 7). 

It should be acknowledged that the response from Participant 7 relates to payroll tax 

which is a State tax system and outside the scope of this research, but it should be 

 
535 IAS is an instalment activity statement used for reporting PAYG withholding tax on a monthly basis or 

used by taxpayers who are not registered for GST. 
536 Wallschutzky and Gibson (n 2). 
537 Senate Economics References Committee (n 201) 7.1. 
538 Wallschutzky and Gibson (n 2). 
539 Senate Economics References Committee (n 201) 7.1. 
540 ABS 1292.0 (n 73). 
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acknowledged that payroll tax can relate to the cost and complication of employing 

someone.  

In contrast, four participants proposed that restrictions in cash flow are not related 

to tax obligations. Instead, cash flow restrictions were seen to be a consequence of 

reduced profit margins, a decline in revenue or the health of the economy and trade 

partners. Respondents 9 and 11, whose businesses both reside within the ANZSIC541 

category ‘H’ of Accommodation and Food Services, attributed their cash flow constraints 

to reduced profit margins. This may be a result of their trading partners, as both 

participants 9 and 11 are involved in business-to-consumer transactions, and prior 

research by Belle Isle, Freudenberg and Copp542 found that businesses with consumers as 

trade partners appear to have problems settling tax liabilities due to low profit margins:  

Profit margins are not large enough at all and everything has increased especially 

food prices. I look at menus from 10 years ago, we have probably increased a 

pasta dish by $2 in 10 years. (Participant 9).   

Like I say, basically, it’s just the product. These days you can’t mark anything up 

too much because people just whinge and don’t pay. The wholesale seafood prices 

are ridiculously expensive now because of all the government closures. What we 

can buy it for now is probably what people could buy it for 10 years ago in the 

retail market. In our industry, you can’t really mark it up that much, so I feel like 

our industry kind of puts us at a disadvantage (Participant 11).   

Participant 1, who also trades with consumers (classified under category ‘G’ Retail 

Trade), suggested that cash flow is inhibited by a decline in revenue or the health of the 

economy and not the tax itself: 

I think it is consumer appetite for spending and the overall economy. If the economy 

is not healthy then people don’t spend. Also, our trading is seasonal. We are very 

busy over Christmas but quiet when school goes back. We still have wages, rent 

and other overheads to pay (Participant 1).  

The last remaining SSSB (Participant 13) who did not consider tax as the cash flow 

problem suggested that their choice of trading partners was the problem. In contrast to 

 
541 Ibid. 
542 Belle Isle, Freudenberg and Copp (n 4). 
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Participant 9 and 11, who trade with consumers, Participant 13 trades with other 

businesses, offering Technical Services (Category M) for the Mining Industry: 

Tax is not the big issue for my cash flow, the problem is that I deal 95% with 

business customers. Extremely large businesses in the Mining Sector. Although 

they are on 60-day payment terms, we are not receiving funds until six months later. 

That could equate to an invoice for $130,000 (Participant 13).  

This response from Participant 13 appears to be an example of issues experienced 

by other small businesses, as reported in the Payment Times and Practices Inquiry.543 

Large businesses have been associated with delaying payments to small entities for longer 

periods than is specified in the small business trading terms.  

The remaining businesses indicated that cash flow problems are experienced as a 

result of the combination of tax obligations and other outgoings associated with running 

a business. Two participants associated cash flow problems to tax and terms of trade:  

We are tendering a $55,000 contract. If we get that contract our payroll goes up 

straight away for new staff and we will need new equipment. The money has to 

come from somewhere and it will be 45 days before we get paid for the work 

(Participant 4). 

You could be very profitable, but you’ve got to pay all these tax bills. If someone 

is not paying you, then you’ve got no cash and no money for tax (Participant 10). 

Other participants stated that it is a multitude of business transactions that together 

hinder cash flow. This combination of issues included repairs and maintenance costs, 

variations in revenue, fixed costs and taxation. 

In summary, initial responses from SSSB participants in the interviews indicated 

that the cash flow of the majority of case study businesses is stable. Two-thirds of 

participants reported that they settle their short-term debts on time. Similar to the findings 

by Welsh and White,544 those businesses that expressed concerns with settling short-term 

debts proposed that this was associated with cash being held in overdue debtor invoices.  

The interview was then used to investigate how participants viewed taxation 

generally and in connection with their cash flow. One-quarter of service SBOs gave 

 
543 Australian Small Business and Family Enterprise Ombudsman, (n 205). 
544 Welsh and White (n 146) 26. 
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favourable feedback in relation to taxation, believing that tax obligations are a normal 

part of operating a business, treated like any other liability. The remaining participants 

had opposing views on taxation, implying that it was a burden for their business, resulting 

in extra time and cost in order to comply.  

The case study identified that SSSBs were not inspired to grow their businesses due 

to the influence that tax would have on their cash flow, especially in relation to 

employment related taxes. Concerns for cash flow also related to the timing of tax 

payments and the multitude of tax obligations.  

Whether it was the tax or some other business factor that was affiliated with 

restrictions in cash flow, the results indicate that the majority (15 out of 17 participants) 

did not consider taxation as being the sole cause of cash flow problems. Consistent with 

research by Belle Isle, Freudenberg and Copp545 trade partners (low profit margins and/or 

extended trade terms) appear to be of more concern to cash flow. Other business factors, 

such as variations in revenue, repairs, maintenance and fixed costs plus taxation, were 

considered to cause restrictions to cash flow.  

4.3.3 Federal Tax systems and cash flow 

Following the generalised questions relating to taxation and cash flow, SSSB 

participants were asked more specific questions associated with the five Federal tax 

systems focused on for this research project. Participants were asked ‘Do some taxes 

affect your cash flow more than others?’ and ‘Can you rank them from having the most 

to the least effect on cash flow and discuss why?’546 Some respondents suggested that it 

was the combination of all five of the tax systems, while other replies focused on specific 

tax systems. 

The combination of all five tax systems 

Responses relating to the aggregate effect on cash flow of all five tax systems 

primarily focused on being a tax collector for the ATO. For GST there is some theoretical 

contention that the tax collected should create a cash flow benefit for the collecting 

entity.547 However, recent research suggests that small businesses rarely recognise any 

 
545 Belle Isle, Freudenberg and Copp (n 4). 
546 It was explained to participants that these questions only related to the Federal tax systems involved in 

the research project.  
547 Peter Costello, ‘Tax Reform: Not A New Tax, A New Tax System’ (Australian Government, 1998) V 

foreword; Cedric Sandford, ‘Minimising the Compliance Costs of a GST’ (1998) 14(2) Australian Tax 

Forum, 125-141. 
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benefit as a result of market conditions or late payment by trade debtors.548 Responses 

from SSSB participants supported prior research, as service SBOs emphasised their 

concerns about the impact on cash flow coming from being a tax collector. Further 

concerns related to the tax component that would be due to the ATO at a later time, giving 

service SBOs a false impression of cash flow levels of the business. 

A combination of all of those taxes affect cash flow. When you’re collecting money 

for the Government, it’s not set up to benefit small business. It would be better if 

that money never came in. It makes life very difficult (Participant 4).  

I think that the obligation of being a tax collector for the ATO gives a false sense 

of cash flow levels sometimes, as the money sits in your account but is never really 

yours (Participant 16).  

The combination of all taxes may also relate to the fact that with multiple taxes to 

manage (with different tax rules and different due dates) there may need to be more skill 

required of the service SBO to manage the multiple taxes as opposed to just one or two 

taxes. The remaining comments by service SBOs regarding effects on cash flow were 

more specific to one or more of the individual tax systems within the research. Details are 

discussed below.  

PAYG Withholding 

The largest number of SSSBs in the case study perceived PAYG withholding and 

GST to have the greatest impact on their cash flow. Participants 2 and 5 could not 

differentiate between the two tax systems, and suggested that they both impede their cash 

flow.  

It’s a toss-up between GST and PAYG withholding. Both have a large effect on my 

cash flow (Participant 2).   

GST and PAYG surely affect my cash flow the most (Participant 5). 

Five SSSBs indicated that PAYG withholding had the largest impact on their cash 

flow. A common response, even from those who did not report PAYG withholding as 

having a significant impact, was that PAYG withholding should be paid out regularly to 

avoid disruption to cash flow. 

 
548 Belle Isle, Freudenberg and Copp (n 4). 
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PAYG is most difficult, but I pay it monthly which is good because it allows it to 

be spread out rather than having it all in one hit (Participant 15).  

We report for PAYG monthly, which is so much better for managing cash flow 

because the money is paid out more often (Participant 16). 

These comments also have a nexus about being a tax collector for the ATO. As 

discussed in Chapter 2, PAYG withholding is a tax collected on behalf of employees and 

paid sometime in the future to the ATO. These findings support prior literature 

suggestions that collecting tax on behalf of others can have negative consequences for the 

cash flow of small businesses.549  

The extent of the PAYG withholding liability was another concern for some service 

SBOs. Those participants who discussed the magnitude of the PAYG withholding 

liability all employed eight or more full-time staff:  

Payroll tax affects me the most, it’s a shocker (Participant 7). 

To run our store, we have a lot of staff so our PAYG per month is between $6,000 

and $10,000. So just when you think you’re making headway, there goes another 

$10,000 because we have to pay PAYG (Participant 11).  

Yes, the tax bill for employees is the largest outgoing, it affects our cash flow the 

most (Participant 17).   

In summary, SSSB participant responses indicate that those businesses with large 

numbers of employees reported having difficulty managing cash flow due to the size of 

the tax PAYG withholding liability. Other SSSB participants were concerned with the 

frequency of remitting the PAYG withholding liability to the ATO. Feedback suggests 

that cash flow could be easier to maintain if the PAYG withholding liability is paid more 

frequently to the ATO.  

Goods and Services Tax 

As already noted, GST emerged as one of the most concerning taxes for the SSSBs 

involved in the case study. As found in research by Belle Isle, Freudenberg and Copp550 

restrictions on cash flow appear to be associated with low profit margins, absorbing the 

 
549 Ahmed and Braithwaite (n 9) 539; Evans, Carlon and Massey (n 12) 290; OECD Taxation of SMEs (n 

101) 90. 
550 Belle Isle, Freudenberg and Copp (n 4). 
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GST on sales and not receiving the GST liability from invoices prior to the date that the 

tax liability is remitted to the ATO. 

GST has the most effect on cash flow because it is such a huge amount. For small 

business, GST is a lot of money every quarter. There is so much competition in our 

sector that we can’t charge higher prices, so we are not making as much to cover 

all of our taxes easily (Participant 9).  

I’d say GST most affects my cash flow. I was late paying once because a debtor 

hadn’t paid me on time. I had to use other cash to keep the place running (Participant 

8). 

Mainly GST affects our cash flow. We were trading before GST and it was much 

easier. We don’t usually pass it on to our customers. We usually absorb the 10% 

especially when we reduce the price of goods to clear them (Participant 1).  

GST is definitely a hit on cash flow; if you’re not managing it, you can get caught 

out (Participant 14).  

GST affects my cash flow the most because sometimes work is seasonal and 

therefore income varies from one quarter to the next. More consistent income 

probably would help to make sure the GST liability was similar and then if the 

money is received late from creditors it wouldn’t be as a big of a problem to pay 

the GST (Participant 16).  

As for prior research, the limited sample indicates that compliance with the GST 

affects the cash flow of small businesses This could be attributed to other business factors’ 

market competition, the incidence of the tax liability, the variability of incoming revenue 

and the trade partners of the SSSBs.551 

Fringe Benefits Tax and Fringe Benefits Tax instalment 

As previously illustrated in Figure 4.1, just under one quarter (four of seventeen) of 

participant SSSBs reported for FBT. Apart from Participant 14 giving unfavourable 

feedback about the difference of the reporting year for FBT in comparison to other taxes, 

there were no other negative responses about complying with FBT. None of the FBT 

complying businesses made any comments about the effect of FBT on their cash flow. 

This may be due to the small number of SSSB participants who comply, or it could be 

 
551 Belle Isle, Freudenberg and Copp (n 4) 424; Evans, Carlon and Massey (n 12) 310. 
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that FBT has minimal consequences to small business cash flow. The requirement to pay 

an FBT instalment was adhered to by only one of the four complying entities. The effect 

that FBT instalment has on cash flow did not appear to be of major concern to this 

participant, as there was no mention of it having any positive or negative impact to that 

participant’s business. This finding suggests that the requirement to pay tax in advance 

has minimal or no impact on small business cash flow, which contradicts research 

conducted in the UK.552 Alternatively, the results could be a consequence of the low 

amount of FBT liability required to be paid by the complying SSSB participants. The 

payment of tax in advance is explored further below regarding income tax. 

Income Tax and PAYG Income Tax Instalment 

Four business participants recollected their experiences with income tax. Only one 

participant suggested that income tax had the largest effect on their cash flow, in 

comparison to the other taxes. The remaining comments were all associated with the 

PAYG income tax instalment. An equal number of negative and positive comments were 

made about the PAYG instalment. Two participants suggested that the PAYG income tax 

instalment was beneficial to their cash flow position.  

Certainly, income tax affects our cash flow the most. If I wasn’t paying throughout 

the year, I’d get a giant chunk of tax owing at the end of the financial year. The 

quarterly instalment actually made my cash flow look better (Participant 3).  

We prepay now on our BAS statement. I understand that the prepayment suits our 

cash flow a lot better (Participant 6).  

The comments from the remaining two participants were not as favourable. It 

appears that the instalment payment made it easier to satisfy the obligation at the end of 

the financial year. However, participants were concerned that the instalment amount was 

based on previous income and noted the missed opportunity to earn interest on the money 

paid throughout the financial year:  

From an income tax perspective, I think it is more the tax instalment that creates a 

cash flow problem. I know it is better to have some money sitting elsewhere over 

that year that we can access later to satisfy our final income tax bill, but that money 

once paid to the ATO is of no benefit to my business. It benefits the ATO. They 

will earn interest on that money and if it isn’t needed at the end of the financial year 

 
552 Messina and Walton (n 47). 
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because our obligation wasn’t as large as expected then that money would have 

been more useful in our bank account (Participant 16).  

Income Tax because they send me a quarterly invoice on what it might be based on 

the previous years’ income and that might not be correct. We do have the 

opportunity to reduce that amount to reflect what it is more likely to be, but we can’t 

do that until later in the year (Participant 13).  

The data indicates that service SBOs agreed that paying an income tax instalment 

was of some benefit in helping them manage their cash flow in order to settle their income 

tax liability at the end of the financial year. The only unfavourable feedback related to 

paying an instalment amount that may not be indicative of current earnings of the 

business, and the opportunity foregone by not having the income earning interest in the 

bank account of the SSSB.  

Superannuation Guarantee 

The impact of SG on cash flow did not appear to be a major concern for case study 

SSSB participants. Only three participants commented on SG and of those participants, 

only one service SBO suggested that SG created a financial burden on their business.  

Every three months there goes another $15,000-$20,000 because of super 

(Participant 11).  

The remaining two SSSB participants were more concerned with the administration 

of SG. One participant was concerned about the requirement to transfer funds to a 

Superannuation Clearing House up to five days before the due date, in order for the money 

to be received, and in turn to be able to claim the tax deduction. The other participant 

suggested that if SG was remitted more frequently it would be easier to manage.  

I think super should be paid more often than quarterly as it is easier to manage cash 

flow that way. It should be monthly or automatically go at the time of paying 

employees (Participant 16).  

These findings suggest that there is minimal concern regarding SG, when compared 

to the other four tax systems within the research project. 

Summary of the relationship between cash flow and taxation 

Analysis of the data collected in the semi-structured interviews suggests that SSSBs 

have minimal concerns for their cash flow when complying with their tax obligations for 
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FBT, income tax and SG. In contrast to prior research in the UK, SSSBs in Australia 

found benefits from paying tax in advance. Respondents identified the payment of a 

PAYG instalment as a useful tool in managing cash flow throughout each tax year. 

Common responses from SSSB participants suggest that more regularity in making 

payments would assist them to keep control of cash flow, especially in regard to 

employment related taxes.553 Other business factors were recognised as adding to the 

financial burden of the GST include the choice of trade partners, the market competition 

and the incidence of the tax liability. Overall, the tax systems reported to be causing the 

greatest disruption to cash flow were PAYG withholding and GST. SSSBs with PAYG 

withholding and GST obligations are effectively collecting tax on behalf of the ATO. 

This could suggest that the PAYG withholding and GST compliance burden impacts 

service SBOs ability to manage cash flow.  

4.4 RELATIONSHIP BETWEEN THE SMALL BUSINESS DEMOGRAPHICS 

AND THE CASE STUDY FINDINGS 

Demographics and SG, FBT and Income Tax 

Due to the limited sample of SSSBs in the case study and the limited feedback given 

about the effect of SG, FBT and income tax on cash flow, comparative analysis with 

participant demographics is limited to the tax systems described below. 

Demographics and PAYG Withholding 

Those businesses employing the highest number of full-time employees seem to 

have their greatest concern with PAYG withholding. However, this assumption cannot be 

fully satisfied because the second largest employing participant (Participant 6) suggested 

that GST and income tax were as burdensome as PAYG withholding. Figure 4.3 

illustrates the number of full-time employees engaged in each business. SSSB participants 

2, 5, 7, 11, 15 and 17 were concerned that cash flow was restricted as a result of PAYG 

withholding. Analysis of Figure 4.3 demonstrates that only three of those participants (2, 

7 and 17) employ 10 or more full time employees. This suggests that regardless of the 

number of employees, PAYG withholding may be restricting the cash flow of SSSBs. It 

may be that as a business grows, in terms of employee numbers, more sophisticated 

measures are adopted to help manage cash flow, in terms of PAYG withholding and SG. 

 
553 Superannuation and PAYG withholding.  
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Figure 4.3. The number of full-time staff employed by small business participants 

 

Source: Author’s depiction 

Demographics and GST 

Analysis of the demographics and data collected suggests that the GST hinders cash 

flow more than any other tax system in the research. It should be acknowledged that the 

SSSB participants who reported concerns about cash flow and the GST were entities that 

would generally be required to charge GST on the services they provide. With reference 

to Table 1.1 and the demographic information (see Table 4.1), it can be seen that 

participants 1, 2, 5, 8, 9, 10, 14 and 16, who reside in categories G, E, K, M, H, J, P and 

E respectively, all charge GST on their services.  

In comparison to those who reported PAYG withholding as having the greatest 

influence to cash flow stability, three of the seven participants SSSBs reside in industries 

where their services are GST Free.554 Participants 7, 15 and 17, which provide Early 

Education, Psychological and Dental services respectively have businesses in the 

ANZSIC categories of Education and Training, Health Care and Social Assistance. 

Health Care and Education are predominantly GST-Free industries in Australia.555 

Therefore it would be unlikely that these SSSBs would perceive the GST to have a 

significant negative influence on their cash flow, as they are likely to be getting a refund 

of GST input tax credits on purchases.556 It could therefore be suggested that the GST 

recorded the highest number of unfavourable comments regarding its effect on cash flow. 

Eight of the fourteen (57%) SSSBs that charge GST on their services, perceived the GST 

 
554 GST Act (n 41) Div 38. 
555 Ibid Div 38. 
556 Ibid s11-5. 
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to affect their cash flow on a larger scale than any of the other taxes in the research. It is 

likely that GST liability on taxable supplies557 for these businesses would exceed their 

GST input tax credits,558 therefore giving them a net GST liability to the ATO. These 

results are consistent with research conducted by Wallschutzky and Gibson559 in the 

1990s. As noted earlier, the tax system causing the greatest burden to small business cash 

flow at that time was the WST, which was replaced by the GST. 

4.5 SUMMARY OF THE TAX AND CASH FLOW CASE STUDY FINDINGS 

From the demographic data it was found that all participants reported for PAYG 

withholding, income tax, GST and SG. However, only four participants lodged a fringe 

benefits tax return. Initially the perception of service SBOs was explored in terms of their 

ability to meet their short-term cash commitments. One-third of the SSSB participants 

suggested that they faced constraints in paying their short-term obligations on time. The 

common response for this inability was because of their trading partners paying outside 

of payment terms. Taxation was not a cause of concern for the ability of SSSBs to settle 

short-term commitments. It therefore seems that the ability of service SBOs to manage 

their trading terms and trading partners could be more important than tax.  

The general perception that service SBOs had towards taxation was then examined. 

This was to address RQ1 and determine whether cash flow of Australian small businesses 

is influenced by tax obligations. Most participants viewed it as a business obligation and 

part of carrying on an enterprise. In respect of SQ2, service SBOs proposed that tax can 

be administratively difficult, especially the number of tax obligations for businesses in 

each tax year. Taxation was also identified as being an inhibitor to business growth. 

Service SBOs suggested that taxation was a deterrence to employing staff, due to the 

requirement to pay SG and PAYG withholding (see SQ1, page 59). 

The five Federal tax systems within the research were then explored. Service SBOs 

were asked if any of the taxes have a greater influence on cash flow than the other tax 

systems. A small number of SSSB participants suggested that the overall tax obligation 

was detrimental to their business cash flow, whereas other participants focused on specific 

tax systems. In particularly, GST and PAYG withholding, identified as having the greatest 

detrimental effects on cash flow, which are taxes collected by businesses on behalf of the 

 
557 Ibid s9-5. 
558 Ibid s11-5.  
559 Wallschutzky and Gibson (n 2). 
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ATO. In contrast, the PAYG instalment was seen to be a beneficial cash management tool 

which allowed service SBOs to stay abreast of their tax liabilities. The majority of the 

SSSB participants proposed that cash flow constraints cannot be solely explained by the 

obligation to pay tax (RQ1). Other factors involved in the tax and cash flow relationship 

include business trading terms, profit margins, market competition and revenue 

restrictions. 

Comparative analysis of the demographic information and the data collected in the 

interviews suggests that the majority of the SSSBs recognised cash flow concerns from 

complying with the GST, with the exception of those SSSBs that reside in industries that 

are predominantly GST Free or who are suppliers of services that are input taxed.  

Overall, taxation can be seen as an inhibitor to growth, especially with the tax 

obligations around employing staff and the multitude of administration requirements 

around complying with FBT, GST, income tax, PAYG withholding and SG. The 

influence of specific tax systems on SSSB cash flow is evident. GST is followed by 

PAYG withholding in being viewed as the most problematic tax systems for SSSB cash 

flow. In contrast, PAYG instalments are considered to be a beneficial mechanism for 

managing and preventing cash flow constraints.  

4.6 CONCLUSION 

This chapter provided a detailed discussion of the data collected during the multiple 

case study of SSSB in Australia (Stage 1). The sources of data for this chapter included 

participant demographic information and responses to a semi-structured interview 

undertaken with each participant SSSB. The multiple case study addressed the research 

question: How is the cash flow of Australian SSSBs influenced by tax obligations?  

Chapter Five will now explore the perception of both service SBOs (Stage 1) and 

experts (Stage 2) regarding the level of literacy of service SBOs and its influence on cash 

flow. In particular, professional financial literacy, CAS literacy and business tax literacy 

are examined. The research also aims to determine if there is a base level of literacy 

required in order to effectively manage cash flow. 
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Chapter 5: Literacy of service small business 

owners 

5.1 INTRODUCTION 

This chapter considers qualitative data collected from small service sector business 

(SSSB) participants and small business experts to determine a level of literacy required 

to successfully manage cash flow. In particular, from a SSSB perspective, it addresses the 

value that service small business owners (SBOs) place on their own level of literacy and 

examines service SBO literacy with reference to a set of literacy indicators (see Table 

5.6) set out for professional financial literacy, computer accounting software (CAS) 

literacy and business tax literacy. These same indicators are then presented to small 

business experts to determine a prescribed literacy framework necessary for SBOs to 

successfully manage their business cash flow. The research questions addressed in this 

chapter include ‘Are cash flow management practices in SSSBs influenced by the literacy 

of service SBOs?’ and ‘Is there a level of literacy required by service SBOs in order to 

successfully manage their business cash flow?’ 

This chapter also explores whether there are perceived factors in the business 

environment that aid or hinder attainment of literacy in the areas of professional financial 

literacy, CAS literacy and business tax literacy for SBOs and which ways these factors 

can be promoted or altered, depending on their effect. 

5.2 PROFESSIONAL FINANCIAL LITERACY 

Professional financial literacy is expected of operators/owners of businesses both 

large and small. Professional financial literacy involves functions such as understanding 

financial statements, cash flow management, internal control mechanisms and corporate 

governance.560 This research attempts to investigate two areas of professional financial 

literacy: cash flow management and the understanding of financial statements. The 

multiple case study (Stage 1) explored the level of professional financial literacy of 

service SBOs in these two areas. 

 
560 Worthington (n 25) 5. 
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5.2.1 Effective cash flow management 

The earlier interviews explored the SSSB participants’ understanding of effective 

cash flow management. Effective cash flow management has been emphasised as being 

essential to SBOs as a tool to reduce cash constraints and to achieve better control of cash 

flow. Effective cash flow management consists of keeping financial accounts, 

maintaining a business plan and a cash budget, keeping records of revenue, expenses, 

creditor and debtor invoicing, and maintaining an inventory schedule.561 Service SBOs 

were asked to identify what they thought effective cash flow management means for their 

business, in order to ascertain the extent their perception equated to the theoretical ideal. 

Their responses are detailed in Table 5.1. 

 
561 Drexler, Fischer and Schoar (n 163) 13; Ekanem (n 143) 125. 
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Table 5.1. What does effective cash flow management mean to small business 

Participant 

Number 

Response 

2 Follow up on invoices. That’s about the only thing that’s in our control really. So just 

ensuring that they've received the invoices and just chasing up to ensure that we’re 

expecting payment on its due date. 

3 Making sure that you have enough money coming in to service your expense 

commitments and that you can pay everything on time when it's due. 

4 Make sure there's more cash coming in than going out and keep a close eye on it. 

5 It is knowing exactly what money's coming in and what's going out. 

6 To me a successful one would be for all, in my business, suppliers up to date, be paid 

up to date; bank responsibilities up to date; core expenses like landlord expenses up to 

date; directors being paid wages, plus I would expect for the business to have put aside 

enough money to be able to meet quarterly bills, quarterly responsibilities, your PAYG, 

your supers. 

8 Upfront payments before commencing the job so that I'm not owed too much money 

for too long. 

9 Being able to get the suppliers paid on time and not being in debt. 

11 Just having the profit margin where it should be should generate the right sort of cash 

flow. 

12 Having the discipline to watch what’s going on, what’s happening and what’s about to 

happen and planning. I plan to a two-year forecast.   

13 Some understanding of when someone is going to pay you and have sufficient 

contingency to be able to manage the variability of that. 

14 You definitely need to have a procedure in place. From chasing debtors to being critical 

and selfish on paying your creditors, even when you do have cash to have a baseline 

cash limit that you never drop under. 

15 To have enough money in the bank to meet my commitments as they come due.  

16 Effective cash flow management means that we have invested enough time and 

procedures into making sure that we have enough money to pay all our outgoings 

including suppliers, employee entitlements, fixed costs and still have enough in reserve 

to satisfy both current and future tax liabilities. This means that we need to invoice our 

work and make sure we are receiving payments for that work in a timely manner. 

A significant proportion of responses focused predominantly on the relationship 

between debtors and creditors and the ability to satisfy outstanding debts. There were 

minimal references to other areas of cash flow management including keeping financial 

records, preparing a business plan or cash budget, and maintaining an inventory schedule. 

This could indicate that cash flow concerns for small business revolve around the ability 

to manage incoming and outgoing cash especially in relation to debtors and creditors. 

Alternatively, it could illustrate that service SBOs are not aware that effective cash flow 

management is a broader concept than debtor and creditor commitments. Two of the 

SSSB participant responses not detailed in Table 5.1 did not appear to be able to articulate 

a description of effective cash flow management. This would indicate that for them, cash 
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flow management is unknown or a difficult concept to grasp (or is a game of chance). 

Participant 1 and 17 made comments regarding what they believed effective cash flow 

management involved. 

Effective cash flow management actually is like, if you manage it well, then your 

business is good or going well. So, it means we have been 28 years in business, so 

it means we are managing it well. We are still successful in business (Participant 

1). 

It's difficult for me personally to say. We did have a system where we transferred 

money on a daily basis on a calculated rate to cover things like BAS, PAYG, 

superannuation for the employees and all of those kinds of things to try and manage 

the money flow. Otherwise, it's just whatever's there can be used at whatever time 

that it needs to be used if that makes sense (Participant 17). 

If service SBOs do not identify the concepts that determine effective cash flow 

management, it could be proposed that they have lower levels of professional financial 

literacy. In order to examine further the level of literacy of service SBOs, the interview 

attempted to identify if business management processes satisfied the components of 

effective cash flow management. Service SBOs were asked if they have procedures in 

place for cash flow management. Research by Sucuachi562 has indicated that often cash 

flow management in small businesses is impromptu and not given the necessary attention 

required by SBOs. The feedback from the interviews supports the results of Suchuachi,563 

as seven of the seventeen SSSB participants indicated that they did not knowingly 

implement a system for cash flow management. However, as all of the participants except 

for Participant 1 makes use of CAS for keeping financial accounts, it could be proposed 

that the majority of the participants have some form of cash flow management process in 

place (provided they use it in a timely manner and understand it). The maintaining of a 

CAS also satisfies other areas of cash flow management, in that it keeps a record of 

revenue, expenses and debtor and creditor invoicing. Those that said that they did have a 

process in place gave varying explanations about what activities were included in their 

management of cash flow. Responses included reliance on their accounting package, a 

bookkeeper and an online banking system.  

 
562 Sucuahi (n 304). 
563 Ibid. 
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I use my accounts-my MYOB package that I use for accounting. I do use it to track 

my accounts receivable and my accounts payable so I can see at any point in time 

how much money I'm expecting to come in and how much I owe (Participant 3). 

Yeah, I've got some spreadsheets I use, and I refer to internet banking a lot 

(Participant 5). 

Yes, myself and my practice manager worked out on a yearly basis of what might 

be expenditure basically divided down to a daily basis. They were put into separate 

accounts for separate means and each account had sub accounts in them as well too 

(Participant 17). 

The suggestion by Participant 17 that the creation of a yearly budget could be 

detrimental to cash flow supports research by Ajzerle, Brimble and Freudenberg,564 who 

found that individuals who created a budget yearly were worse off financially, as the 

budget was not used or reviewed throughout the year. In contrast, research by Wood and 

Mika565 relating to businesses suggested that those preparing a cash budget are more 

likely to have cash set aside in the event of future cash constraints. Cash flow management 

is related to regular checking of financial measures including the inflow and outflow of 

cash and the key indicators of liquidity. Prior research by Belle Isle, Freudenberg and 

Copp566 suggested that there is more involved in a systematic cash flow management 

process than chasing debtors, settling creditors and arranging finances for payment of 

taxes. Of all the SSSB participants in the case study, only three appeared to have some 

form of regular systematic process in place for managing their cash flow: 

We monitor our payroll on a daily basis and we look at our revenue and payroll 

percentages based on that, because that gives us an idea of the payroll which is 

going to be coming out every fortnight. We get our receivables done by our 

bookkeeper. She also does our receivables every week, so you get an aged 

receivables report, a detailed one so we can go through there. Anything that's over 

15 days gets a courtesy email; anything over 30 days gets a not so much courtesy 

email. Anything longer than that gets a phone call (Participant 4). 

 
564 Sanja Ajzerle, Mark Brimble and Brett Freudenberg, ‘A (W)Hole in the Financial Budget: Budgeting's 

Influence on the Effective Use of Credit Card Debt in Australia’ (2015) 1(1) Financial Planning Research 

Journal, 55-72, 66. 
565 Wood and Mika (n 287) 21. 
566 Belle Isle, Freudenberg and Copp (n 4) 444-53. 
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I keep up to date to the dollar. I use Xero and as I get a commitment come in, I deal 

with them immediately. I set forward dates for paying things and it goes 

automatically. With that in mind, then I just look at my front page of Xero and I can 

see by the week, it categorises it by what’s your cash in, what’s your cash out 

(Participant 12). 

I manage the whole thing in an Excel spreadsheet. Cash flow is that important to 

our business I look at it every day, at least once a day. I look at what's coming in 

and what's going out. I actually built a budget, so I have every invoice that has ever 

come in, in that budget. We’ve been running for two and a half years and I know 

exactly what should come in and what it costs and I actually track the dates and 

time (Participant 13). 

With reference back to the participant demographics, Participants 4, 12 and 13 are 

all classified under ANZSIC category ‘M’, Professional, Scientific and Technical 

Services (see Table 1.1, page 9). Only four SSSB participants in the case study reside in 

this category. These results broadly suggest that a high proportion of businesses that trade 

in category ‘M’ of the ANZSIC classifications may have implemented a systematic cash 

flow management system.  

The final two criteria for effective cash flow management are the preparation of a 

business plan or cash budget and maintaining an inventory schedule. Because this 

research focuses on SSSBs, it was envisaged that some participants would not have a 

requirement to keep or maintain inventory. Therefore, the management of inventory was 

purposely excluded from this research project. With respect to the preparation of a 

business plan or cash budget, participants were asked if they had ever prepared either of 

these items for their business. Fourteen (82%) of the service SBOs confirmed that they 

had never created either of these documents. These results are concerning: business 

solvency in the past has been attributed to careful cash planning, which includes the use 

and understanding of a business plan and a cash budget.567 The three businesses reporting 

that preparation of a business plan or cash budget is a normal activity for their business 

were participants 12, 13, and 17. Research previously conducted in New Zealand 

suggested that businesses that prepare a business plan or cash budget are also more likely 

to have moderate to high levels of cash reserves.568 In contrast, those that do not prepare 

 
567 Foley (n 302). 
568 Wood and Mika (n 287) 21. 
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these documents are found to have minimal or no cash set aside for the future.569 This 

could suggest that only three participants have sufficient cash reserves to rely on during 

times of trading difficulties. Of these three who prepare a cash budget, Participants 12 

and 13 were from category M (Professional, Scientific and Technical Services), while 

Participant 17 was from category Q (Health Care and Social Assistance). Both participant 

12 and 13 were previously recognised as having a form of systematic cash flow 

management in place.  

Overall, it appears that the concept of effective cash flow management is not 

thoroughly understood by SSSBs. Service SBOs associate the inflow and outflow of 

money and the ability to pay outstanding debts with having an effective cash flow 

management system. Sixteen participants appeared to satisfy the factors of keeping 

financial accounts and record keeping for revenue, expenses, creditors and debtors, as 

they all maintain a CAS system. However, only three of those participants (all classified 

in category ‘M’) appear to have some form of systematic cash flow management process 

in place. These results confirm that only three participants regularly maintain a business 

plan or budget. This would tend to suggest that businesses classified under category ‘M’ 

of ANZSIC are more likely to engage in effective cash flow management practices. 

Examination of the data also indicates that a large proportion of SSSBs is not engaged in 

effective cash flow management. 

5.2.2 Understanding of financial statements 

The case study attempted to determine service SBO understanding of financial 

statements. Preparation and use of financial statements have been aligned with improved 

performance and the ability to make more informed decisions.570 Financial statements can 

be useful in providing up-to-date cash flow information for business owners. The multiple 

case study examined service SBOs’ perception of the benefits of using financial 

statements. SBOs were asked ‘What do financial statements mean to your business?’ 

Responses from participants were varied with respect to the perceived benefits achieved 

in using financial statements. Ten SSSB participants (59%) saw minimal value in using 

them on a regular basis or gave reasons for not being able to make use of them. The 

 
569 Ibid. 
570 Bruhn and Zia (n 301) 234 and 248. 
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feedback from Participants 1 and 9 related to restrictions in time inhibiting their ability to 

produce or to refer to financial statements.  

They mean more work because we don’t have the time for it, and we don’t get paid 

to produce them (Participant 1). 

They mean very little because I am too busy working the business to look at 

financial statements. I just look at the bank statement and go, okay, this person 

needs money, that person needs money. I have to just quickly pay them because I 

have to get back to work (Participant 9). 

Responses from four participants suggested that financial statements were not able 

to convey up to the minute data and were therefore irrelevant for showing the current 

financial status of the business. Participants 6, 12 and 14 commented: 

They are important. Do I look at them monthly? No. There’s no point. I mean we’d 

have months according to a profit and loss statement where we lose money and 

that’s not true (Participant 6). 

Not a lot today because I choose to run out of cash. Because I keep it up to the day, 

financial statements are useful in terms of looking a bit more helicopter view. 

What’s going on with the cash flow, what’s going on with receivables from month-

to-month but I don’t ever look at a statement to work out where the business is 

today because I have it on my phone and it is right in front of my fingers at any time 

(Participant 12). 

Financial statements mean data, so like raw data and analysis, so I can't benchmark 

situations with that information (Participant 14). 

Remaining comments related to online banking data being more accurate than 

information in financial statements and to confusion about what beneficial information 

can be extracted from financial statements. SSSB participants who made unfavourable 

comments were from varying ANSZIC categories and annual turnover groups.571 This 

may suggest that industry classification and business size have no relationship in 

determining if service SBOs see advantages in the use of financial statements. Seven of 

the participants (41%) gave constructive feedback regarding financial statements. 

 
571 The only annual turnover group not represented in the unfavourable comments relating to use of financial 

statements was < $250,000.  
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Well, they're very important. We look at four financial statements which we get 

straight off MYOB and that's up to date. We look at the two P&L’s, the Cash P&L 

and the Accrual P&L; the balance sheet and cash flow statement. We really focus 

on that Cash P&L rather than the cash flow statement, but it's there anyway just 

to give us a rough idea of what our outgoings will be for the month (Participant 

4). 

For me, they are an accountability tool. I am now making myself more 

accountable, I'm looking at them on a weekly basis to see if I'm hitting my targets. 

I've got a monthly amount that I need to be hitting for invoicing. So those financial 

statements make me accountable with my workflow. If I have a job sitting on my 

desk for too long, it could be a five grand invoice that's just not being finished, 

and those financial statements make me accountable for getting [quicker job] and 

getting it all finished off to try and get it finished before the end of the month 

(Participant 8). 

Those participants who saw value in the use of financial statements resided in six 

different ANZSIC categories (E, J, M, N, P and Q) and all annual income brackets were 

represented. This could suggest that the size and industry classification of SSSBs have no 

influence on whether financial statements are used for financial management. The SSSBs 

earning the least income (Participants 3 and 8) both find the use of financial statements 

favourable to the management of their business. This income bracket (< $250,000) was 

not represented in the group that was critical of the importance of financial statements. It 

should however be acknowledged that Participant 3 and 8 provide bookkeeping and 

accounting services respectively. The positivity of these two service SBOs surrounding 

the use of financial statements may be explained by their ability to understand the 

information presented in financial statements. 

The interview explored in further detail whether service SBOs identified any 

financial statements as being useful for the management of cash flow. Participants were 

asked ‘Are financial statements used to manage your business cash flow and which 

statements are used?’ The data demonstrate two predominant themes. The most obvious 

was that financial statements were either used for cash flow management or were not. 

The other theme was that SSSB participants found only two statements to be of any 

significance to cash flow management. The Profit and Loss statement was determined to 

be the most beneficial, with 11 participants (65%) suggesting that it was used at some 
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point throughout the financial year; however, the feedback on usefulness was conflicting. 

Some SSSB participants did not identify the Profit and Loss as being effective in the day-

to-day management of their cash flow, but suggested it was effective for preparing 

budgets and estimating monthly expenses. 

I use them each month to project out what I'm expecting to get for the year, probably 

not for cash flow. I don't believe I use them for cash flow because for me I use it 

for after the fact (Participant 2) 

Profit and Loss Statement was definitely one that we looked at the other day and it 

does definitely put into perspective when you can see the cold hard black and white 

numbers and then project that over to a bit of a line graph to be able to see where 

it’s heading (Participant 6). 

I might occasionally use a trading profit and loss to look at what my anticipated 

expenses will be on a monthly basis. Other than that, I don’t rely on financial 

statements (Participant 16). 

Other SSSBs identified the importance of the Profit and Loss statement to cash flow 

management. These service SBOs confirmed that the Profit and Loss Statement assisted 

with forecasting their cash flow for the future and aided their decision making, as it allows 

for comparison of prior and current financial information. This suggests that service 

SBOs are making use of the Profit and Loss Statement to understand their cash flow 

position. Comparing data from prior periods allowed them to determine the repercussions 

of past decisions. 

So, if I run a Profit and Loss, I get a fairly quick snap shot of where we are at and I 

find that very helpful because I also look at the comparison of the year previous or 

the couple of years previous. So, looking at where we are now but also looking at 

where we were at the same time in the two previous financial years, so that is helpful 

just to see in terms of progress and whether we are. But also I use it to reveal 

spending and depending on what those figures are saying it helps guide future 

spending for small amounts, not huge purchases but say we want to buy office 

equipment  I can have a quick look and say yep, we are sitting right, great go for it 

and order it (Participant 15). 
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The other statement that was favoured was the bank statement, which is not 

recognised as a financial statement, but which is a useful tool to help with the creation of 

financial statements. A bank statement is defined as: 

Report released (on a fixed date every month) by banks that lists deposits, 

withdrawals, cheques paid, interest earned, and service charges or penalties 

incurred on an account. It shows the cumulative effect of these transactions on the 

account’s balance, up to the date the report was prepared.572  

SSSB participants who suggested that their bank statement was more beneficial 

than financial statements appeared to appreciate the real-time data available in the bank 

statement, compared to financial statements. This could be a result of the reliance on 

accountants to provide proper financial statements, as by the time the statements are 

issued to SBOs, the information would be historical or out of date. An example of service 

SBO reliance on the bank statement as opposed to financial statements, was provided in 

feedback from Participant 11. 

I don’t think we use financial statements on a regular basis. It’s just pretty much 

so you get an overview of what you just did for the year. I mean money 

management is like a minute to minute thing, it’s not a weekly thing. So, we rely 

a lot on NetBank. We can check that six times a day if we need to (Participant 

11). 

Due to the lack of responses relating to use of Balance Sheets and Statement of 

Cash Flow, the researcher investigated further by directly asking participants if they 

found either of these statements useful for cash flow management. A high proportion of 

SSSB participants confirmed that they do not make use of a Balance Sheet or a Statement 

of Cash Flow for cash flow management. Participant 4 was the only respondent who 

confirmed that they use both statements, however, they indicated that the Cash Profit and 

Loss was the only statement that was an effective tool for cash flow management. This 

could be because only revenue and expenses are recorded in the Cash Profit and Loss 

when money is received or paid out, giving a more up-to-date indication of the current 

status of cash on hand. 

 
572 Bank statement. BusinessDictionary.com.WebFinance, Inc. 

 http://www.businessdictionary.com/definition/bank-statement.html (accessed: March 07, 2017).  
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In summary, it appears that, regardless of service classification or business size, 

SSSBs found financial statements to be inadequate for cash flow management of their 

business. Only one participant (Participant 15) reported that financial statements were a 

valuable tool in assisting them to make more informed decisions. Similarly, only 

Participant 8 advocated that financial statements are a worthy instrument to illustrate 

business performance. With regard to financial statements being capable of providing up 

to date cash flow information, only two participants confirmed that they recognised this 

benefit from financial statements. Bank statements were viewed to be a more reliable 

indication of cash flow status than any of the financial statements, which appeared to be 

because of their timeliness and accuracy. 

5.3 COMPUTER ACCOUNTING SOFTWARE LITERACY 

CAS literacy research is sparse in the small business environment. While prior 

literature has advocated that the use of a CAS is important to small business success, 

minimal evidence exists relating to the use of CAS reporting for cash flow management. 

The demographics survey identified that all participants except Participant 1 utilised a 

CAS system for recording their day-to-day transactions. The role that CAS plays in the 

cash flow management of SSSBs was explored in the case study interviews. SSSB 

participants were asked, ‘What does your accounting software mean to your business?’ 

Responses from service SBOs were entirely favourable. Participants expressed their 

heavy reliance on CAS, suggesting that the business would not operate effectively or 

efficiently without it. Results indicate that the most significant benefits that service SBOs 

associated with using CAS are time savings and accuracy of records. The responses 

confirm that service SBOs place great importance on the use of a CAS in the operation 

of their business.  

The interviews explored further whether service SBOs perceived that management 

of cash flow has an affiliation with their CAS. Three participants (5, 9 and 11) did not 

associate their CAS with helping to manage their cash flow. Participant 5 suggested the 

CAS was only used for reporting purposes to the Australian Taxation Office (ATO). 

No, I'm talking in terms of tracking GST and what's payable to the ATO, but on a 

day to day cash flow management, no, I don't use my CAS. I just use it for reporting 

purposes to the ATO (Participant 5). 
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This response by Participant 5 supports Lignier’s573 prior research. Small 

businesses indicated that, if not for tax obligations they would not maintain a system for 

record keeping. It should be acknowledged that Participant 5 confirmed that their cash 

flow is stable, and they face minimal variation in their income stream. This may suggest 

that they do not need to rely as heavily on managing cash flow as other SSSBs. Participant 

5 resides in category K and provides financial planning and wealth management. 

Our income is very smooth, it’s not lumpy, it is the same every month. We don’t 

have to chase invoicing because we don’t invoice people. Our income is like an 

annuity (Participant 5).  

In comparison Participants 9 and 11 reside in ANZSIC category H 

(Accommodation and Food Services). Both businesses provide food services to 

consumers as a restaurant and a takeaway food outlet respectively. Their inability to rely 

on their CAS may be due to numerous factors including the variability in their income 

stream and their restrictions in time. Other possibilities for low engagement with CAS 

could be related to receiving funds at the point of sale for their goods and services, in 

contrast to having to keep records of invoicing for customers and suppliers carrying out 

business on trading terms. 

All remaining SSSB participants confirmed that their CAS played an instrumental 

role in understanding their cash flow. Feedback from the service SBOs recognised that a 

CAS system allows them to keep financially accurate records of revenue and expenses 

and to maintain debtor and creditor invoicing. It appears that 81% (13 participants) of 

SSSBs using CAS engage in some factors of cash flow management, although these 

activities have not previously been recognised or verbalised as being correlated with 

effective cash flow management. Favourable comments associated with the use of a CAS 

included the following:  

We use Xero and honestly without Xero, no wonder why people spend hours upon 

hours upon hours in the office doing admin work. I think it means a lot. Without a 

good accounting software program, you wouldn’t know to the cent, to the dollar 

what you’re spending. You wouldn’t know, you wouldn’t be able to work out 

whether your wages are running at the right percentage versus turnover. You 

 
573 Philip Lignier, ‘The Managerial Benefits of Tax Compliance: Perception by Small Business Taxpayers.’ 

(2009) 7(2) eJournal of Tax Research, 106-133, 130.  
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wouldn’t be able to look at rent and go oh my god, do we really spend that much 

money on rent. Again, wages the same thing. So yes, I think it’s vital, to be honest 

with you (Participant 6). 

Xero can automatically create an invoice and send it out. It also sends payment 

reminders automatically. For a lot of my invoicing, I don't have to chase up my 

debtors, Xero does it for me. It’s like an extra admin person sitting there (Participant 

8). 

It's an amazing system. It's really important for me for my non-financial numbers 

point of view, to be able to have a system that puts that information forward easily. 

With managing cash flow, I can go in there and see how many invoices I've got 

coming up and how many bills I've got going out very easily (Participant 10). 

The 13 SSSB participants represented all of the remaining ANZSIC categories 

comprised in the demographics of the case study. This suggests that, with the exception 

of categories H and K, all other ANZSIC categories within the case study rely on their 

CAS for cash flow management.  

In order to examine the level of CAS literacy that service SBOs possess, SSSB 

participants were asked to confirm if they created any financial reports in their CAS. 

Those who confirmed that reports were created in their CAS system were then asked to 

confirm the purpose of those reports. This was to determine the reasoning for the 

generation (or non-generation) of reports. 

The four participants (2, 3, 8 and 16) who confirmed that they generate three or 

more different financial reports in their CAS system, reside in categories E, N, M and E 

respectively. It should be acknowledged that the service SBOs in category N and M 

operate bookkeeping and accounting businesses, as previously noted. Although the 

demographics survey did not ask for the qualifications of the participants, the interview 

uncovered that both the SSSB respondents in category E possessed an accounting degree. 

These results suggest that the use of extended reporting options in CAS could pertain to 

the occupation or qualifications of the CAS user. 

Nine SSSB participants (56%) confirmed that they create two or fewer financial 

reports in their CAS. The Profit and Loss statement was the most common report 

prepared. Two SSSB participants (6 and 12) also confirmed that they create reports 

relating to payroll and budgeting. These service SBOs did not see any benefit in creating 
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other financial reports, as they believed that other reports available in CAS were irrelevant 

to effectively running their business.  Participant 6 commented that they engage with their 

accountant to carry out extra reporting: 

There’s not a lot of other reports for the type of business that we have that is 

relevant. I would just be wasting time. So yes, I think if I need to call on a specific 

report with the agreement we have with our accountant, it would be easier for him 

to just go here guys and shoot us an email and go here’s what you want, have a look 

into it and let’s dissect it when we meet (Participant 6).  

Similar responses were gathered from the three SSSB participants who did not use 

their CAS for financial reporting. Participants 11, 13 and 17 confirmed that they were 

aware financial reports could be created in their CAS; however, they had never personally 

attempted to create a report. All three participants justified non-use to be a consequence 

of financial reporting being the responsibility of their accountant or bookkeeper: 

Well it’s available for us to create, but usually our accountant will do that at 

whatever time it needs to be done (Participant 11). 

I have never explored whether Harvest is capable of producing financial statements. 

My bookkeeper has limited access to that. They prepare my statements from that 

(Participant 13). 

The Profit and Loss statement was ultimately generated by the accountant 

(Participant 17). 

 Similar to the findings by Halabi, Barrett and Dyt574 the case study results suggest 

that 12.5% of service SBOs are not capable of producing financial reports in their CAS 

and a further 56% have a limited level of literacy in relation to the use of their CAS to 

create financial statements. It appears that service SBOs remain reliant on their 

accountants or bookkeepers for an explanation of financial concepts that could be 

accessible from CAS packages. It also appears that those individuals who take advantage 

of the availability of financial reports in their CAS are those educated in bookkeeping or 

accounting.   

 
574 Halabi, Barrett and Dyt (n 6) 171. 
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5.4 BUSINESS TAX LITERACY  

Recent research into tax literacy has identified SBOs as having a higher level of tax 

literacy than other individuals, although this research was not related to business tax 

systems.575 Because of the requirement for SBOs to adhere to one or more business tax 

systems, the case study interviews explored with the SSSB participants, the perceived 

importance of being business tax literate. More specifically, service SBOs were asked if 

they believe that their understanding of business tax systems affected their cash flow.  

Five SSSB participants (2, 3, 4, 8 and 16) acknowledged that an increased 

understanding of business tax systems has a positive effect on their cash flow. These 

participants believed that being more tax knowledgeable provides advantages for 

planning for the liability payment, claiming appropriate deductions and rebates and 

ensuring accuracy of record keeping for tax purposes. They commented that:  

My understanding of tax does affect my cash flow, but it affects it positively 

because I know that I owe that money and I put that money aside (Participant 4). 

Probably yes because I can run my reports at the end of each month and know what 

my BAS is going to be roughly. The September quarter has just finished, it's almost 

two months before it's actually due for payment. Because of my understanding of 

tax, I can run that report and go okay, well my BAS is going to be this, I need to 

make sure between now and then I've got the cash for that (Participant 8). 

Yes, I think understanding tax systems help with cash flow. I probably have a better 

understanding than a lot of other small businesses because of my qualifications. 

This helps me to be able to claim the correct deductions, set up and enter 

transactions in my accounting software correctly, send all my information to the tax 

agent and she knows that it is fairly accurate. I can also research and understand tax 

rulings and determinations if I need to (Participant 16). 

As previously noted, it should be recognised that four service SBO participants (2, 

3, 8 and 16) are qualified or work in the accounting or bookkeeping industry. This may 

suggest that these individuals have a great appreciation of the importance of business tax 

literacy for effective cash flow management. 

 
575 Brackin (n 83). 
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Seven SSSBs participants (1, 6, 7, 9, 11, 12, 13 and 14) advocated that the 

understanding of business tax could have some bearing on cash flow. Their feedback 

related to non-compliance issues that result from a lack of understanding, not forecasting 

for the tax liability and the importance of making informed business tax decisions. Some 

participant responses are below.  

Yes, definitely it will affect our cash flow. If you don’t know about what is required 

then you will be in trouble, especially if you are not complying with the tax law 

(Participant 1). 

I would rate my understanding of tax systems as seven out of 10. There is no way 

unless I myself became an accountant, there is no way that I cannot make a mistake 

(Participant 7).   

Yes. I can’t tell you how good my understanding is compared to the average 

business owner but I can absolutely understand how someone can lose their 

business inside the first two years if they don’t have a full understanding of what’s 

about to happen to them in terms of tax. Because you could have 20 per cent of your 

cash just disappear or more (Participant 12). 

Yes, it would. That's why we have an accountant that provides us with advice on 

that. I understand that you just don't understand everything. What I actually did was, 

I went and asked advice from other small business owners on what is it that they 

do. So I put in place certain steps based on informed decisions or facts-based 

decisions, and in that there it was decided that, even before we commenced, that we 

would actually have an accounting resource for the business to help manage our tax 

(Participant 13).  

Those SSSB participants who confirmed that cash flow could be influenced by their 

understanding of business tax systems were from varied ANZSIC categories including E, 

G, H, M, N, and P. In total, 76% (13 participants) advocated that increased knowledge of 

business tax systems would be favourable to cash flow of their business. Broadly these 

results are inconsistent with previous research by McKerchar.576 Lack of interest in 

increasing tax information in the 1990s appeared to be a result of SBOs placing low 

priority on tax obligations. The current research suggests that most service SBOs are 

aware of the possible implications for the ongoing success of their business if their 

 
576 McKerchar (n 64) 40. 
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business tax knowledge is limited. Of course, whether they would take active steps to 

increase their business tax knowledge is another thing.  

Responses from four SSSBs (Participants 5, 10, 15 and 17) indicated that their 

understanding of business tax systems had no bearing on their business cash flow. Three 

of these (10, 15 and 17) suggested that they rely on their accountant to be tax literate 

while Participant 5 appeared to believe that their individual understanding had no 

influence on the cash flow of the business. Comments from Participant 10 illustrated the 

views of these service SBOs. 

I don't think so. The people that I've employed, you know suppliers to provide me 

these services, I trust they're doing a good job. I think my bookkeeper is really good 

and my accountants are really good. So, I do trust that they're taking advantage of 

the tax system where we can (Participant 10). 

This demonstrates that for these service SBOs, that they rely on others to have 

business tax literacy. The annual incomes of all four SSSB participants were within the 

$500,000 < $2,000,000 bracket; Participants 5, 15 and 17 have all been trading for more 

than 10 years (Participant 10 has been trading for 5 years). This may indicate that some 

service SBOs who have been in business for longer periods of time believe that their level 

of business tax literacy is adequate. These findings are broadly consistent with 

McKerchar,577 who found that some SBOs relied heavily on their accountant to carry out 

and understand the tax matters relevant to their business, to the detriment of their own 

understanding of tax. Given the length of time that these SSSBs have been in business, 

this may be an adequate strategy. Of course, if service SBOs do not regularly use an 

accountant or bookkeeper then the service SBO themselves will need more literacy. 

Participants 5, 10, 15 and 17 reside in ANZSIC categories of J (Information Media and 

Telecommunications), K (Financial and Insurance) and Q (Health Care and Social 

Justice)578 respectively. This means that three-quarters of the businesses that believe their 

tax knowledge has no effect on their cash flow are from highly regulated industries 

(Category K and Q), and the service SBOs of those businesses hold a professional 

qualification. This may suggest that service SBOs who have higher levels of education 

do not identify the benefits of being business tax literate. These findings are consistent 

 
577 Ibid. 
578 Participant 15 and 17 both reside in Q: Health Care and Social Justice.  
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with those of McKerchar579 who found that SBOs with higher levels of education were 

not determined to have better tax knowledge. 

The multiple case study interviews also explored the level of awareness of service 

SBOs of the available free tax tools and resources. This was viewed as important, as part 

of literacy is knowing where and when to seek help. SSSB participants were asked ‘Do 

you make use of any cash flow tools or resources to manage your cash flow?’ Only one 

SSSB participant in the case study confirmed that they made use of tools and resources 

from the ATO website. The tool used was the Tax Withheld Calculator,580 which gave 

the participant an indication of the tax withheld from an employee’s salary/wage payment. 

None of the participants indicated that they had made use of the Business Viability 

Tool.581 Knowledge of ATO tools and resources was therefore examined further. SSSB 

participants were asked if they were aware of any businesses that provide tools or 

resources for cash flow management. Eleven participants advised that they were not 

aware of any cash flow tools or resources available from the ATO or any other 

organisation. The remaining six participants confirmed that they were aware that cash 

flow tools existed, but they had never attempted to use them. One participant suggested 

that management tools are too difficult to use, as the people designing them have minimal 

understanding of what is needed for business.  

I find a lot of those tools aren't really that fantastic. They're kind of developed by 

someone, by people that are sitting in an office and get a pay cheque every week 

and don't really understand what they're doing (Participant 4). 

Overall, in respect of RQ2 examination of the findings in the case study indicated 

that most service SBOs see some value in having business tax literacy when considering 

the ability to manage cash flown. Increased business tax literacy was considered 

favourable when forecasting for payment of the tax liability, making more informed tax 

related decisions, keeping accurate business tax records and claiming all available rebates 

and deductions. However, four of the SSSB participants suggested that their level of 

business tax literacy had no effect on their ability to manage cash flow, as they saw 

business tax literacy to be the responsibility of their accountant. 

 
579 McKerchar (n 64). 
580 https://www.ato.gov.au/Calculators-and-tools/Tax-withheld-calculator/ 
581 https://www.ato.gov.au/Calculators-and-tools/Business-viability-assessment-tool/ 
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5.5 DEMOGRAPHICS OF SMALL BUSINESS EXPERTS 

The next stage of this research was to interview small business experts (Stage 2). 

The purpose of engaging small business experts from academia, Government, advocacy 

and advisory fields was to understand their perception of the level of literacy that SBOs 

should possess, in terms of professional financial literacy, CAS literacy and business tax 

literacy. Literacy was explored using both a semi-structured interview and survey 

questions which required participants to respond with an answer selected from strongly 

disagree, disagree, neutral, agree or strongly agree. It was hoped that this data would 

demonstrate the importance that experts place on SBO literacy, and whether they consider 

literacy levels to have an influence on the management of cash flow. It was initially 

proposed that 20 experts would be engaged, with five experts representing each expert 

category, however, this was exceeded by three and as a result 23 experts were included. 

Five experts represented each group of academia, Government and advocacy, 

respectively, with eight experts involved in providing advice to small businesses. A 

summary of the expert demographics with relevance to their expertise is included in Table 

5.2. Note that the following abbreviations refer to the experts’ roles: 

ACA: Academic 

ACC: Accountant or other advisor 

ADV: Small business advocate 

GOV: Government or ATO employee 
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Table 5.2. Expert demographics with relevance to small business expertise 

Expert 

Years of 

experience Field of expertise Prior roles held as an expert 

ACA1 Over 10 

years 

Academic No other role held 

ACA2 Over 10 

years 

Academic Accountant 

ACA4 Over 10 

years 

Academic Accountant 

ACA5 5-10 years Academic Government/ATO employee 

ACA6 Over 10 

years 

Academic Government/ATO employee 

ACC4 3-5 years Accountant No other role held 

ACC5 Over 10 

years 

Small business advisor other 

than an accountant 

Accountant 

ACC6 Over 10 

years 

Small business advisor other 

than an accountant 

Small business owner 

ACC8 Over 10 

years 

Small business advocate Small business advisor other than an accountant; 

Govt/ATO employee; Small Business Owner 

ACC10 Over 10 

years 

Accountant Small business owner; Board member of non-for-profit 

agencies 

ACC11 < 3 years Small business advisor other 

than an accountant 

Involved in advising ASBFEO on cash flow 

management practices. 

ACC12 5-10 years Accountant Small business advisor other than an accountant; Small 

business advocate. 

ACC13 Over 10 

years 

Accountant Small business advisor other than an accountant; 

Govt/ATO employee; Small business advocate 

ADV1 Over 10 

years 

Small business advocate Small business owner 

ADV3 5-10 years Small business advocate Government/ATO employee 

ADV4 Over 10 

years 

Small business advocate Government/ATO employee 

ADV5 Over 10 

years 

Small business advocate Accountant; Small business advisor other than 

accountant.  

ADV6 Over 10 

years 

Small business advocate Academic; Small business owner 

GOV1 Over 10 

years 

Government/ATO employee No other role held 

GOV2 5-10 years Government/ATO employee Small business advisor other than an accountant 

GOV6 Over 10 

years 

Government/ATO employee Accountant; Small business advisor other than 

accountant, Small business advocate; Small business 

owner 

GOV7 Over 10 

years 

Government/ATO employee No other role held 

GOV8 3-5 years Government/ATO employee Accountant 
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5.6 EXPERT IDENTIFICATION OF PROFESSIONAL FINANCIAL 

LITERACY THAT SHOULD BE POSSESED BY SMALL BUSINESS 

OWNERS 

As previously discussed, the professional financial literacy being investigated in 

this project includes the understanding of financial statements and the ability to 

implement cash flow management processes within a business situation. Prior research 

suggested that SBOs are better equipped to operate their business if they have adequate 

literacy in these areas.582 To address RQ2 and SQ3, this research sought to explore what 

level of literacy small business experts believe is adequate for SBOs to be considered to 

have professional financial literacy. 

5.6.1 Expert perception of cash flow management processes implemented by small 

business owners 

Prior research suggested that effective cash flow management includes keeping 

financial accounts, maintaining a business plan and a cash budget, and keeping records 

of revenue, expenses, creditor and debtor invoicing.583 This current research has explored 

the contemporary views of the expert participants and the importance they place on the 

concepts of effective cash flow management. Their semi-structured interview identified 

that experts considered the understanding of cash flow and liquidity to be important for 

SBO literacy. The largest number of responses related to liquidity and cash flow: 

Definitely, you need to understand the principles behind identifying debtors, 

identifying aged payables, identifying what's profit, what's a loss, identifying those 

indicators of liquidity.  Planning ahead of what's coming up in terms of your 

business debts and what your cash flow's going to be (ADV3). 

I think they need to do some education around cash flow management because it 

doesn't come naturally to those that aren't financially inclined. Therefore, it is 

important, if not critical, for them to get their mind around numbers and cash flow 

versus profit, in particular, because there is a significant difference and a lot of 

owners just don't understand it (ACC13). 

Probably the difference between what's profit and what is actual cash inflow and 

outflow. We find that a lot of small business owners don't understand the interaction 

between the profit and loss and the actual cash flow (ACC12). 

 
582 Bruhn and Zia (n 300); DeThomas and Fredenberger (n 27). 
583 Drexler, Fischer and Schoar (n 163) 13; Ekanem (n 143) 125. 
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To further investigate the importance of cash flow management experts were asked 

to indicate their thoughts about the statement ‘Small business owners have a good 

understanding of their cash flow.’ Seven participants (30.44%) agreed, five participants 

were neutral in their response and eleven participants (47.83%) disagreed that SBOs have 

a good understanding of their cash flow (see Table 5.3). This suggests that experts have 

concerns about SBO literacy related to determining their business liquidity, which could 

explain the high response rate in the interview discussions.  

Table 5.3. Expert perception of SBO understanding of cash flow and cash flow management  

Small business 

owners have … 

Strongly 

Agree 

(N = 23) 

Agree 

(N = 23) 

Neutral 

(N = 23) 

Disagree 

(N = 23) 

Strongly 

Disagree 

(N = 23) 

Good understanding 

of cash flow 

2 

(8.70%) 

5 

(21.74%) 

5 

(21.74%) 

6 

(26.09%) 

5 

(21.74%) 

Procedures in place 

to manage cash flow 

1  

(4.35%) 

3 

(13.04%) 

6 

(26.09%) 

10 

(43.48%) 

3 

(13.04%) 

The survey questions explored further whether experts had witnessed or believed 

that ‘Small business owners have procedures in place to manage their cash flow.’ Prior 

research suggested that without careful cash planning and control, small businesses face 

greater possibility of insolvency.584 Table 5.3 illustrates that 56.52% of experts believed 

that SBOs are not implementing procedures to manage cash flow. Of the responses, only 

17.39% agreed with the statement, the remaining 26.09% gave a neutral answer. This 

high rate of neutral responses could be due to the reluctance of experts to generalise as a 

whole about SBO cash flow management and understanding. The semi-structured 

interview and survey questions were then utilised to determine which concepts of 

effective cash flow management experts deemed to be important for small businesses. 

Participants were asked to express whether they believed that SBOs should prepare 

a business plan to assist with cash flow management. Fourteen participants (61%) agreed 

and only 17% disagreed (5 were neutral) with this idea (see Table 5.4). This suggests that 

experts consider a business plan to be a worthy instrument for effective cash flow 

management. However, the responses in the semi-structured interview contradicted these 

results, as none of the participants suggested that such business plan preparation was a 

skill that SBOs should possess in order to implement effective cash flow management 

practices. This is interesting and may reflect that a business plan should be done prior to 

commencing a business. Once a business is up and running, then the relevance of a 

 
584 Berman Brown, Saunders and Beresford (n 279). 
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business plan may not be as evident, and other tools may be more relevant. Experts were 

asked to indicate whether they believed that preparation of a cash budget would assist 

SBOs in managing their cash flow. Minimal support for preparation of a cash budget as 

an effective tool for cash flow management was confirmed in the interviews. Only one 

participant did suggest that budgeting and cash flow were important: 

I mean theoretically, they need to understand basic sorts of things like budgeting 

and cash flow (ACC6). 

In contrast the survey questions showed that 60.87% strongly agreed (14 

participants) and 30.43% agreed (7 participants) that SBOs should prepare a cash budget 

in order to effectively manage cash flow (see Table 5.4). This demonstrates that, despite 

the lack of responses in the interview, experts believe that a cash budget is a worthy tool 

for effective cash flow management, particularly since there were no opposing responses 

in the survey. The expert views support prior research by Foley,585 who suggested that 

SBOs need financial foundations such as cash budgets and strategic business plans to 

maintain cash flow and in turn to maximise the opportunity to make a profit.  

Table 5.4. Expert perception of SBO planning for cash flow management 

Small business 

owners should 

prepare a …. 

Strongly 

Agree 

(N = 23) 

Agree 

(N = 23) 

Neutral 

(N = 23) 

Disagree 

(N = 23) 

Strongly 

Disagree 

(N = 23) 

Business plan to 

manage cash flow. 

8 

(34.78%) 

6 

(26.09%) 

5 

(21.74) 

4 

(17.39%) 

0 

(0%) 

A cash budget to 

manage cash flow.  

14 

(60.87%) 

7 

(30.43%) 

2 

(8.70%) 

0 

(0%) 

0 

(0%) 

The responses in the semi-structured interview in relation to understanding of 

necessary concepts for professional financial literacy gave considerable support to SBOs 

having a thorough understanding of their debtors and creditors and what effect these 

concepts have on their cash flow. Collectively, there were 15 responses in the interviews 

related to the treatment of debtors and creditors (or aged payable or receivable). 

Predominantly this was discussed in connection with a misunderstanding of what these 

figures represent in the financial statements (see further in the next section) and how 

credit transactions can give a false indication of the immediate cash flow situation of the 

business. 

 
585 Foley (n 302). 
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The influence of credit vastly changes situations so that a person can go broke 

making a profit (ACA2). 

Understanding of the concepts of debtors, creditors especially accounts payable and 

accounts receivable is probably another one that's really important (ACC8). 

Minimal discussion (if any) was directed specifically to the concept of the necessity 

to keep financial accounts that include a record of revenue and expenses. However, the 

interview discussions appeared to suggest that keeping these records is a necessary 

component of operating any business. This was particularly evident where experts have 

expressed the belief that there are specific financial statements that need to be maintained 

and understood.586 As previously identified by Sharma and Iselin,587 if businesses do not 

have accurate and up-to-date records of transactions, financial statements will not be a 

true representation of the financial status of the business. 

5.6.2 Base level or concepts of financial statement literacy that should be acquired 

by small business owners 

Professional financial literacy includes reading and understanding financial 

statements, such as Balance Sheets, Income Statements, Statement of Cash Flow, and 

preparing a Cash Budget.588 Preparation and use of financial statements has been 

advocated as being effective in helping SBOs to make more informed decisions.589 

Information from financial statements can illustrate the consequences of the business 

operations and the impact of previous financial decisions.590 An important advantage of 

the use of financial statements, for small business, is the ability to provide up-to-date cash 

flow information. Regardless of the abundance of research suggesting that use of financial 

statements is valuable to the ongoing success of small business, it appears from the case 

study findings and prior research that small businesses in Australia and overseas make 

limited use of financial statements to assist in managing their business.591  

The survey questions explored whether experts have witnessed SBOs making use 

of financial statements for cash flow management. Experts firstly responded to the 

 
586 Note: these statements are discussed further in 5.6.2, Base level or concepts of financial statement 

literacy that should be acquired by small business owners.  
587 Sharma and Iselin (n 311). 
588 Berman Brown, Saunders and Beresford (n 279) 188. 
589 Wood and Mika (n 287). 
590 Bruhn and Zia (n 301) 234 and 248. 
591 DeThomas and Fredenberger (n 27); Dyt and Halabi (n 27); Halabi, Barrett and Dyt (n 6); Peel and 

Wilson (n 9); Sharma and Iselin (n 311). 
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statement, Small business owners make use of financial statements to manage their cash 

flow. As shown in Table 5.5, only two participants agreed with this statement. In 

comparison, 16 participants (69.56%) disagreed or strongly disagreed (5 participants 

answered a neutral response).  

Table 5.5. Expert perception of whether SBOs use financial statements for cash flow management 

Small business 

owners use the 

following to 

manage cash flow;  

Strongly 

Agree 

(N = 23) 

Agree 

(N = 23) 

Neutral 

(N = 23) 

Disagree 

(N = 23) 

Strongly 

Disagree 

(N = 23) 

Financial statements 0 

(0%) 

2 

(8.70%) 

5 

(21.74%) 

12 

(52.17%) 

4 

(17.39%) 

Rely on the bank 

account balance 

7 

(30.43%) 

12 

(52.17%) 

2 

(8.70%) 

1 

(4.35%) 

1 

(4.35%) 

The survey questions also explored the reliance on the bank account balance as a 

source of financial information. This was included because both the prior research and 

the multiple case study results suggested that service SBOs place more importance on 

being up to date with the cash at bank balance as a cash flow and performance measure 

than on the use and understanding of financial statements.592 Experts were asked to 

indicate their thoughts on SBO use of the bank statement or bank account with regard to 

the following proposition: Small business owners rely on the bank account to manage 

their cash flow. Responses in agreeance to this statement were 82.9% (19 participants) in 

comparison to 8.7% disagreeing (see Table 5.5). This suggests that experts consider that 

SBOs rely heavily on their bank statement or bank balance as an indicator of cash flow. 

In order to determine whether small business experts perceived that there are 

specific concepts that SBOs should hold to have financial statements literacy, the semi-

structured interview addressed this question: ‘In your opinion what is the base level or 

concepts of literacy required by SBOs in relation to use and understanding of financial 

statements.’ Since it was anticipated that experts may have some difficulty articulating an 

immediate, well informed response, participants were supplied with a list of possible 

literacy indicators that might be considered when determining financial statement literacy 

(see Table 5.6).  

 
592 Halabi, Barrett and Dyt (n 6) 167-74. 
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Table 5.6. Literacy Indicators – Expert interviews 

The following activities could be included as a base level of literacy 

Financial statements Computer Accounting 

Software (CAS)  

Small business taxation 

Understand liquidity ratio Perform original set up of 

accounts in CAS 

Reporting and payment dates 

for taxes  

Understand indicators of 

insolvency 

Input data for creditor and 

debtor invoicing  

Preparation of income tax 

returns, business activity 

statements, instalment activity 

statements, superannuation 

reports. 

Understand how to determine 

profitability in Income 

Statement 

Maintain bank reconciliation in 

CAS 

Superannuation guarantee and 

superannuation contribution  

Understand net value in balance 

sheet 

Perform set up of employees 

including tax and 

superannuation obligations  

Fringe benefit determination  

Understand the difference and 

effect of current and long-term 

debt 

Prepare superannuation 

reporting and payment 

Treatment of dividends, 

dividend imputation credits and 

factoring accounts.  

Be able to analyse comparative 

data in: 

Cash, accounts 

payable/receivable, equity, 

inventory and retained earnings. 

 

Prepare Instalment Activity 

Statement and Business 

Activity Statement in CAS  

Understanding of: 

Income 

Business income 

Revenue vs capital receipt 

Immediate deductions 

Small business CGT  

Repairs 

Depreciation 

Small business immediate 

deductions 

Marginal tax rates 

Medicare levy 

Understand the difference 

between operational costs, asset 

investments and finance in the 

cash flow statement.  

Determine tax treatment of 

transactions in CAS 

Ability to effectively 

communicate with financial and 

tax advisers 

Compare the income statement 

and cash flow statement to 

determine if there are non-

essential expenses. 

Produce financial reports from 

CAS including Balance Sheet, 

Income Statement, Statement 

of Cash Flow.  

Understanding of GST 

terminology: GST free, non-

reportable, GST 

inclusive/exclusive, taxable 

supplies and input tax credits.   

Understand the concepts of 

debtors, creditors, assets, 

liabilities and equity.  

Prepare a financial budget in 

CAS 

Capital gains tax, 50% CGT 

discount, Small business CGT 

concessions, 

Ability to make use of 

information in financial 

statements to support 

preparation of a business plan or 

budget.   

Moderate level of proficiency 

in business related software 

including Excel.  

Treatment of offsets, 

deductions, write-offs, 

concessions, tax rates.  

As noted earlier, there were a large number of responses that related to aged 

payables and receivables and to liquidity and cash flow. However, in terms of financial 

statement literacy there were varying views on which indicators and financial statements 

were necessary to be considered literate. Only one participant mentioned the need to 
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understand accounting ratios. This suggests that accounting ratios may not be considered 

a necessary part of professional financial literacy for SBOs: 

For a person starting off in business, they should understand the different ratios 

(ACC12). 

Some experts indicated that understanding financial statements may not necessarily be a 

requirement to run a successful small business. Feedback suggested that although they 

should be financially aware of how their business is performing, awareness may not 

always be a result of understanding financial statements. 

I think they fundamentally must have an understanding of where their business is 

financially. Now, whether that be through the use of formalised statements which 

is probably the best way to go because it's got a rigorous regime around it or some 

other mechanism, they absolutely have to have some knowledge and a clear 

understanding of where their business is. Certainly, over time, what we see is that 

a lot of businesses get themselves into trouble because they haven't realised that 

they were even in a poor financial situation. They see all this money coming in and 

don't recognise there's more going out than coming in (GOV1). 

You definitely need that understanding. I just don't specifically think you need to 

have literacy in a specific financial statement. If you have it, that's great but I think 

what you find is people are naturally doing those things, they just don't know it as 

that financial statement (ADV3). 

An attempt was made to determine whether experts believed that certain financial 

statements were better suited or gave more value to SBOs for cash flow management. 

The semi-structured interviews and the survey questions explored the importance that 

experts placed on the use of financial statements for cash flow management. The 

interviews gave varying feedback regarding this necessity. 

I think the base level concepts is around, I guess, the difference between assets and 

liabilities at that basic level. How much equity they have; I guess, fundamentally 

the difference between like a balance sheet and a profit and loss statement and what 

they can be used for; what financial statements can be used for in terms of running 

their business; so whether there’s things that they can use themselves or whether 

they’re for the bank or other people.  A cash flow statement and what it can tell 

them (ACA6). 
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The interview provided diverse feedback on specific financial statements. The 

largest number of responses related to the Profit and Loss Statement, followed by the 

Balance Sheet and the Statement of Cash Flows, which received equal prominence. The 

outcome of the survey questions, however, placed the Statement of Cash Flows as the 

most important financial statements to assist with the management of cash flow (see Table 

5.7).  

Table 5.7. Expert feedback on the usefulness of financial statements for SBO cash flow 

management 

The following 

statements are 

useful for cash flow 

management 

Strongly 

Agree 

(N = 23) 

Agree 

(N = 23) 

Neutral 

(N = 23) 

Disagree 

(N = 23) 

Strongly 

Disagree 

(N = 23) 

Cash flow statement 10 

(43.48%) 

10 

(43.48%) 

2 

(8.70%) 

1 

(4.35%) 

0 

(0%) 

Profit and Loss 

statement 

7 

(30.43%) 

5 

(21.74%) 

3 

(13.04%) 

6 

(26.09%) 

1 

(4.35%) 

Balance Sheet 4 

(17.39%) 

7 

(30.43%) 

4 

(17.39%) 

5 

(21.74%) 

2 

(8.70%) 

Responses from the survey relating to the Profit and Loss Statement suggested that 

just over half (52.17%) of the expert participants believe it to be useful for cash flow 

management (see Table 5.7). The interview responses however were more supportive of 

the Profit and Loss Statement. 

Well, I think they need to understand where they're making a profit, so profit and 

loss and they need to determine short, long term viability (ACA 5).  

So probably the base level of using financial statements should be the ability to read 

the profit and loss, and in terms of understanding probably the big thing we try and 

get people to focus on is their gross profit margin (ACC10). 

For a business starting out they should understand financial statements and 

difference between revenue and profit and loss (ACC12). 

The Balance Sheet was determined to be the least useful statement to assist with 

cash flow management in the survey questions (see Table 5.7). Fifty per cent of 

participants agreed/strongly agreed that it was effective, whereas 31.82% disagreed and 

18.18% gave a neutral response. The results are comparable to the feedback from service 

SBOs in the case study and are supported by the lack of responses in the expert interviews. 

Only two experts gave positive feedback about the necessity for SBOs to understand the 
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Balance Sheet in order to have professional financial literacy but gave little or no 

reasoning as to why the Balance Sheet is important. 

They need to look at and understand the balance sheet, again to help them work out 

whether they're viable or not (ACA5). 

I think they need to understand their balance sheet (GOV 2).  

Unfavourable comments relating to the Balance Sheet suggested that it should be 

excluded from professional financial literacy as it contains a large amount of non-cash 

items. This is useful for understanding what should and should not be included in 

professional financial literacy, as it is impossible for SBOs to have a full understanding 

of everything. 

Balance sheets, NO, not necessary for cash flow management – they have got so 

many non-cash items involved in them (ACA2). 

The survey questions expressed significant support for including the understanding 

of the Statement of Cash Flows as a tool for cash flow management. Expert participants 

were asked to respond to the statement: The Statement of Cash Flows should assist small 

business to manage their cash flow. As illustrated in Table 5.7, an overwhelming response 

of 87% (20 participants) agreed that this is a useful statement for cash flow management. 

Only one participant disagreed, and the remaining two experts gave a neutral response. 

The feedback from the interview was not as highly supportive of the Statement of Cash 

Flows; however, a number of experts supported the notion that the Statement of Cash 

Flows is a necessary component of professional financial literacy. 

So obviously the statement of cash flows would probably be the most important; 

and the profit and loss; and the balance sheet, I guess would be the next (ACA2). 

Cash flow statement is necessary but SBOs don't read it (ACA2). 

We try and encourage clients to do annual forecasting but we probably get them 

more to focus on a 12-week cash flow forecast, which is probably more dynamic 

and continuing. So, in terms of using financial statements, the cash flow statement 

is the most important (ACC10). 

That's why a lot of small businesses end up in trouble because they don't understand 

the cash flow statement (ACA5). 
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While the exact understanding and use of the Statement of Cash Flow was not well 

discussed in the interviews, cash inflow and outflow and the distinction between cash and 

profit were given substantial consideration overall, in terms of cash flow management 

(see previous comments in 5.6.1). This suggests that knowledge and understanding of 

liquidity is an essential part of professional financial literacy. 

In summary, when evaluating requirements of professional financial literacy for 

SBOs, experts suggest that SBOs do not currently make use of or understand their 

financial statements. The results demonstrate that experts have observed that SBOs place 

more significance on the information obtained from the bank account as an indicator of 

cash flow stability than from any other source.  

Small business experts propose that the Statement of Cash Flows and the Profit and 

Loss Statement are the most influential financial statements that SBOs should make use 

of and understand in order to have professional financial literacy. Preparing a cash budget 

and a business plan as necessary components for cash flow management, and in turn 

professional financial literacy, was also given strong support by experts. Financial 

concepts that the experts have implied are essential for SBOs include identifying 

indicators of liquidity and understanding the effect of aged payables and receivables on 

cash flow, determining the difference between profit and cash and having some ability to 

prepare and maintain a cash budget or forecast.  

To satisfy professional financial literacy, experts believe overall that SBOs should 

make use of a cash budget, a business plan, the Profit and Loss Statement and the 

Statement of Cash Flow. However, a critical part of using these documents in the 

management of cash flow is the ability to extract meaningful information in order to 

understand the cash flow situation of the business. Essential information includes 

knowing how to interpret the difference between cash and profit, and knowing the effect 

of cash receipts in comparison to aged receivables and payables. These findings support 

the views conveyed by Girsh-Bock in terms of contemporary requirements for cash flow 

management systems for small businesses.593  

 
593 Girsch-Bock (n 21) 10. 
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5.6.3 Does the level of small business owner financial statement literacy influence 

their ability to manage cash flow 

Research in 1985 by DeThomas and Fredenberger594 suggested that solvency is 

dependent on both careful control of cash and the ability to understand the financial 

position and activities of the organisation. Because solvency is a critical part of cash flow 

management,595 the views of experts were examined to determine whether experts believe 

that the level of professional financial literacy of SBOs today has any impact on their 

ability to manage cash flow.596 

The data collected in the interviews were used to explore the thoughts of small 

business experts in terms of the impact of literacy levels on cash flow management. 

Participants were asked to respond to the question ‘In your opinion, does the level of 

understanding of financial statements influence SBO ability to manage cash flow?’ Only 

one participant suggested that literacy levels have no bearing on cash flow management 

from a financial statement literacy perspective. Participant ACC6 suggested that financial 

statements provide SBOs with historical data only and are of no use for cash flow 

management. 

Most of them don't understand their financial statements and I don’t think that 

influences their ability to manage cash flow. Basically, nobody uses financial 

statements produced by their accountant, you're onto the next financial year before 

you get them (ACC6). 

However, this feedback appears to be more in terms of end-of-year reporting 

including Balance Sheets and Profit and Loss Statements. This expert participant argues 

that end-of-year reporting is redundant for cash flow management due to the statements 

containing historical data. This suggests that in this case, the level of SBO literacy is 

irrelevant because these financial statements are not useful for cash flow management 

given their lack of currency. 

The remaining feedback from experts confirmed that the level of SBO financial 

statement literacy has some impact on cash flow management. The responses from 

participants centred around four main areas. Experts suggested that literacy levels 

influence the SBOs’ ability to succeed by allowing them to understand the principles in 

 
594 DeThomas and Fredenberger (n 27) 21. 
595 Berman Brown, Saunders and Beresford (n 279) 179-80. 
596 Ibid.  
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the financial statements, to identify cash flow issues in advance, to illustrate the effects 

of previous decisions and to have more informed conversations with external 

stakeholders. This expert feedback reinforces the existing literature suggesting that 

adequate professional financial literacy supports SBOs with everyday functions in the 

workplace and allows them to make more informed and strategic decisions.597  

In terms of cash flow, responses indicate that without adequate literacy, SBOs are 

not equipped to interpret what important information the financial statements are 

notifying them of. Misunderstanding of the concepts and principles required to read 

financial statements can also leave SBOs in a vulnerable situation. Experts expressed their 

concerns about having inadequate ability to understand the concepts in the financial 

statements. 

They don't know where it's tied up and they don't really understand the concept of 

paying off a debt is not an expense. They think it should be an expense, but we 

explain to them that it's a liability. So that's the things that we find that they get very 

confused about what's income and what's an asset and what's an expense and what's 

a liability. That's always the confusion because they're always looking for it in the 

P&L but half the time it's in the Balance Sheet. They might have paid off debt, but 

they are not understanding why the profit of $100,000 they made isn’t showing in 

their bank account for instance. Then we try and explain to them that $100,000 

you've used to pay off debt it doesn't show up in the P&L, it shows up in your 

Balance Sheet. So, they always get those concepts very mixed up and that really 

does influence their decision because they can't get their head around it (ACC12). 

I would suggest that a greater knowledge of that would inherently lead to a better 

understanding of how to manage cash flow than somebody who doesn't. There'll 

always be a one-off who just gets it inherently, but I think it's fair to say that if you 

have a great knowledge you're more likely to be in a position to at least know you 

need to do something, even if you don't do it (GOV1). 

As in research by Bruhn and Zia,598 experts expressed their views on how increases 

in the literacy of financial statements can improve SBO cash flow effectiveness. It appears 

 
597 Ibid. 
598 Bruhn and Zia (n 301) 234 and 238. 
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that being more literate allows SBOs to be more informed in discussions with external 

stakeholders, and reduces expenditure when engaging advisors. 

A higher level of literacy also helps them to contain advisor costs because it means 

that they have the capability to put together briefs and statements and information 

in a way in which it saves advisors time in terms of getting on top of and 

understanding what their business is (ACC13). 

Having adequate professional financial literacy has been seen as being influential 

in helping SBOs to make more informed decisions, which in turn facilitates improved 

performance.599 Expert responses support prior research by implying that increased 

literacy in financial statements assists SBOs to identify the consequences of business 

operations and the impact of previous financial decisions. 

The higher the level of literacy, the better the understanding of financial statements. 

They can then see and recognise the early warnings including any variances and 

react and respond to make it favourably to them. If their literacy is low, then their 

understanding of it is low and therefore they may not even be able to read the signals 

even if they do get the information (ADV1). 

So, you need to be able to compare your financial statements. You need to compare 

it to a budget, or a benchmark, or to a prior period so you get some relativity. So, 

unless you're capable of doing those things, you're not able to compare and measure 

performance (ACC10). 

Previous research indicates that cash flow understanding is critical in determining 

solvency and therefore limitations in literacy are likely to cause detrimental effects to 

ongoing business viability.600 Higher levels of cash flow and profitability literacy have 

been advocated as allowing SBOs to make a more accurate assessment of the present 

status of their business and assisting with implementing strategies to overcome any cash 

flow problems.601 Some experts expressed their concerns about SBO misunderstanding 

of profitability and cash flow, and the adverse implications that can result from this. 

If they don't understand their cash flow, they don't know whether they can purchase 

anything new. They don't actually know whether they're making a profit or not, so 

 
599 Ibid. 
600 Sharma and Iselin (n 311). 
601 Ibid. 
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they might be a restaurant and they might have their doors open and their tables 

filled, but they don't actually realise how much it's actually costing them to produce 

that meal, they might actually be running at a loss. So, it's really important, that they 

actually understand cashflow and basic financial literacy (ADV4). 

I can say over 90 per cent of them who come here, when I ask them about their 

profitability, they don't even understand the difference between the turnover and 

the net profit, gross profit, cash flow - they have no idea. Everyone talks about sales; 

they think that's what's important and it really is not. (GOV6). 

It appears overall that a large portion of expert participants perceive that the level 

of SBO literacy has an impact on their ability to manage their business cash flow. 

Concerns were expressed about limitations in professional financial literacy having a 

negative impact on the ability of SBOs to identify early warning signs of cash flow issues. 

Experts suggested that in order to support cash flow, SBOs should have a level of literacy 

that allows them to compare current financials with prior figures, to determine the 

consequences of previous decisions in order to be more informed about decisions in the 

future and to have increased awareness of financial status in order to have more educated 

conversations with advisors and external parties.  

5.6.4 What aids or hinders SBO use or understanding of financial statements for 

cash flow management 

As discussed earlier, experts believe that it is critical to be able to extract 

meaningful information from financial statements in order to understand the cash flow 

situation of a business. Prior research has suggested that SBOs are hesitant to make use 

of financial statements as a result of their lack of understanding of the information 

contained in the statements, along with their reluctance to seek assistance from 

accountants.602 Expert perception was therefore sought in the interview to explore what 

these experts believe aids or hinders SBOs from using and understanding financial 

statements for cash flow management. The results suggest that there are more factors 

preventing their understanding than aiding it. Common themes discussed related to lack 

of time, education and money.  

Reference to time revolved predominantly around being focused on earning 

income, to the detriment of being able to engage in understanding financial concepts. 

 
602 DeThomas and Fredenberger (n 27) 20; Halabi, Barrett and Dyt (n 6) 171-4. 
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Expert views highlight that acquiring the knowledge of the financial concepts required to 

comprehend information in financial statements takes considerable time, which is 

something that is in short supply for SBOs. 

People in small businesses are just so busy running their business, they don't really 

devote much attention to financial statements (ACA5). 

What I've found is that most small business owners are very entrenched in the day-

to-day running of their business. So they're very good at what they do in their 

business but what they don't realise is that 50 per cent of the other side to make a 

business successful is that you need to have a basic understanding of your cash 

inflow and outflow and how to generate revenue and create profit (ACC12). 

When you are time-poor, and you're running your business, what usually suffers is 

understanding financial concepts, especially if you combine lack of time with lack 

of interest. The other thing we find is that people learn by repetition and persistence, 

just saying the same things over and over again a thousand times often helps, 

however small businesses don’t have the time to constantly go over things (ACC8). 

These experts, who considered that limited education was the greatest hindrance to 

the use and understanding of financial statements, discussed the concerns of SBOs being 

overwhelmed by the amount of information contained in financial statements, along with 

the difficulty comprehending the accounting terminology and language required to 

analyse financial statements. There was also an indication that some experts feel that 

accountants are not helping to reduce the confusion that SBOs encounter with 

understanding financial statements. 

Financial statements have too much information on them. It results in them thinking 

they are too complicated, or it confuses them (ACC4). 

Well, I guess it's the ignorance of accrual accounting, ignorance of financial 

statements, just understanding the process of accounting that hinders (ACA5). 

I think for a lot of small business it's just almost gobbledegook. They look at it and 

the language used is not necessarily the language they use. Not everybody 

understands maths. They don't necessarily know what it's telling them. If you look 

at a Balance Sheet, for example, the numbers balance, so is that good, bad or 

indifferent? (GOV1). 
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Most people don't understand their financial statements. Their accountant doesn't 

give to them assistance. You ask what's this about and they have no idea. I think 

their accountants ought to do a better job in explaining what the accounts are about 

(ACC6). 

Some participants believe that SBOs who have limited financial education respond 

by being fearful or apprehensive about attempting to understand financial statements for 

cash flow management.  

People are scared of finance. They are concerned about their lack of knowledge 

about their financial requirements (ADV6). 

The remaining participants, who discussed the absence of financial learning in the 

education system, expressed concern that individuals are not learning basic financial 

literacy before entering the work force, which in turn leaves them with inadequate skills 

for using financial statements to manage their business cash flow. Chardon, Freudenberg 

and Brimble603 highlighted similar concerns in terms of basic tax concepts not being 

included in the Primary and Secondary education curriculum in Australia. The resultant 

effect can be that many taxpayers have limited literacy in terms of taxation. 

Basic lack of acumen. They don't know what they don't know. They haven’t had 

the basics through the education system. The basics in financial literacy (GOV7). 

They don't have a basic understanding of financial concepts; budgeting, basic 

financial literacy that you would hope that kids get through school. Some kids get 

it, and some don't. If they're going into vocational education, mostly they don't get 

it. Even in tertiary education. Some will get it depending on the courses they're 

doing, some won't get any. People in the financial services industry tend to be in a 

better situation than others (GOV7).   

At the end of the day, small business people might not have that education or that 

background to know what the statements are trying to achieve or produce (ADV5). 

The remaining responses related to learning appropriate financial skills from an 

advisor. Experts believe that engaging an advisor would aid SBOs to better understand 

and use their financial statements for cash flow management: 

 
603 Chardon, Freudenberg and Brimble (n 358) 325.  
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What aids the use would be obviously the use of seeing advisers and accountants 

(ACA5). 

However, experts also noted that the cost that SBOs need to outlay in order to 

engage an advisor to upskill or assist with their understanding of financial statements 

hinders their use of financial statements for cash flow management. 

Advisors can easily set up a lot of data analytic models for them around extracting 

comparative data, around their industry, providing comparisons to what the industry 

is doing around their profit and loss or balance sheet or cash flows or any other data 

which is all publicly available information. To set up those types of modules for 

them and do it accurately and do it so that it's a comparison of like with like; 

knowing their exact structure and knowing to do those predictive models correctly 

can be quite expensive at the end of the day (ADV5). 

It costs money to see the advisor.  So generally, a small business is reluctant to 

spend a little bit of money to fully understand the consequences of what the 

financial statement is telling them. Business can benefit from some advice, but 

micro businesses haven't got a lot of cash to pay for that advice. (ACC5). 

From these results, it appears that the use and understanding of financial statements 

by SBOs for cash flow management could be aided by engaging an accountant or advisor. 

Guidance and explanation of critical financial concepts by the advisor could assist SBOs 

to have a greater appreciation of the usefulness of the information that a financial 

statement can provide. However, a common perception of expert participants suggests 

that, regardless of the benefits that could be realised by engaging an advisor, SBOs may 

still encounter difficulties in using and understanding financial statements for cash flow 

management, as a result of lack of time, money and basic financial education. 

5.7 EXPERT IDENTIFICATION OF CAS LITERACY THAT SHOULD BE 

HELD BY SMALL BUSINESS OWNERS 

Although research suggests that small businesses today are actively engaged in 

different forms of information and communication technologies (ICT) and as a 

consequence, their profitability may be enhanced, there has been some indication that 

realising increased financial gain can be impeded by SBO knowledge and confidence.604 

 
604 Matthews (n 38) 818-9; Morikawa (n 34); Rich (n 33). 
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An added concern for small business is that it is essential to stay abreast of the financial 

position of the business, due to the constantly changing competitive business 

environment.605 CAS has been promoted as being useful in allowing businesses to keep 

up to date with their cash flow position.606 However, because CAS literacy is a relatively 

new concept, this project relies on two areas of professional financial literacy, cash flow 

management and understanding of financial statements, to determine CAS literacy. This 

research investigates the use of a CAS for the cash flow management activities: preparing 

a cash budget, keeping records of revenue, expenses, creditor and debtor invoicing and 

generating and using financial reports. Data collected from the small business experts in 

the survey questions and their semi-structured interview was used to help address RQ2 

and SQ3 by determining the perceived level of literacy that is adequate for SBOs to be 

considered as CAS literate. 

5.7.1 Base level or concepts of CAS literacy that should be acquired by the small 

business owner 

The results in the multiple case study (Stage 1) and the recent research of Belle Isle 

and Freudenberg607 indicate that CAS is not being used effectively to assist with cash 

flow management, as there was low engagement with the use of CAS reporting options. 

Experts were questioned to determine if there are specific functions in CAS that SBOs 

should be capable of performing.  

The survey questions explored whether experts have observed accurate record 

keeping as a result of the use of CAS by small businesses. Experts were given the 

following statement: ‘Small businesses have reliable records as a result of their 

accounting software.’ As illustrated in Table 5.8, twelve participants (52%) agreed that 

small business records are more accurate as a result of CAS, in comparison to 17.39% 

who disagreed and 30.43% who gave a neutral response. 

 
605 De Bruyckere et al. (n 6).  
606 Halabi, Barrett and Dyt (n 6) 166.  
607 Belle Isle and Freudenberg (n 5). 
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Table 5.8. Small businesses have reliable records as a result of the CAS 

CAS aids in 

improving CFM 

Strongly 

Agree 

(N = 23) 

Agree 

(N = 23) 

Neutral 

(N = 23) 

Disagree 

(N = 23) 

Strongly 

Disagree 

(N = 23) 

Reliable record 

keeping 

1  

(4.35%) 

11 

(47.83%) 

7 

(30.43%) 

3 

(13.04%) 

1 

(4.35%) 

The large number of neutral responses might be explained by the data given in the 

semi-structured interviews. Experts were asked to respond to the question ‘In your 

opinion, what is the base level or concepts in terms of operating a CAS that is required 

by SBOs for cash flow management?’. Participants were provided with a list of possible 

CAS concepts that they could refer to in order to determine CAS literacy requirements 

(see Table 5.6). One observation that was presented numerous times related to the 

incorrect coding of transactions and how that could result in inaccurate records. 

As we all know, data output is only as good as the data in. If the data's been 

classified incorrectly, then it's not that useful to them. They need to have a base 

understanding of how to code the transactions themselves so that they can generate 

the output that they need. (GOV1). 

It's knowing how to code things, where they go, identifying what is an expense, 

what is capital, what is income, what is not core business activities, and that type of 

stuff they need a little bit more education on I think (GOV6) . 

Half the time I think they are struggling because of errors that come up in the 

accounting software from incorrect entering of data (ADV3). 

Some people don't even know how their accounting software is set up and what 

might need to change in the set up based on changes in their business or changes in 

other factors which impact on their data entry and the reporting that they get out of 

it (GOV7). 

This argument is strengthened by the feedback given to survey statement: ‘The 

initial set up of computer accounting software should be carried out by the accountant or 

advisor’(see Table 5.9). Those experts who agreed that the CAS initial set-up should be 

the role of the accountant or advisor represent 82.61% or 19 of the 23 participants. This 

indicates that experts perceive that there may be a relationship between coding errors and 

incorrect set up of the CAS. This supports prior research by Telberg,608 who suggested 

 
608 Telberg (n 348) 67. 
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that when small businesses invest in off-the-shelf CAS, they should also invest in 

adequate training to identify how to operate that software correctly.  

Table 5.9. The initial set up of CAS should be carried out by an accountant or adviser 

Initial set up of 

CAS 

Strongly 

Agree 

(N = 23) 

Agree 

(N = 23) 

Neutral 

(N = 23) 

Disagree 

(N = 23) 

Strongly 

Disagree 

(N = 23) 

Should be carried 

out by an advisor 

11 

(47.83%) 

8 

(34.78%) 

3 

(13.04%) 

1 

(4.35%) 

0 

(0%) 

Interview responses indicate that coding and set-up errors may be a result of 

inadequate SBO training related to the CAS system which they have purchased. 

Participant GOV1 discussed the requirement to have the initial set-up carried out by an 

expert if their literacy is lacking in that area. 

I think it depends on the software. One of the keys in that is setting it up. I don't 

know that the business owner necessarily has to understand how it all works if they 

can set it up properly or they can get someone to set it up properly for them (GOV1). 

The purpose of the semi-structured interview was to determine which concepts and 

functions of the CAS are necessary for SBOs to be considered CAS literate for cash flow 

management. The responses from the participants were varied. One participant did not 

believe that CAS would be very helpful for cash flow management, as SBOs are relying 

on spreadsheets as an alternative to making use of information easily extracted from the 

CAS. 

Most do have a computerised accounting system of some degree is what we find. 

How they use that to manage cash flow, I would probably suggest their actual 

accounting software probably doesn't help them in terms of cash flow. I think 

generally they will be doing it in spreadsheets for that (ACC10).   

Another participant suggested that CAS is detrimental to educating and increasing 

the knowledge of accounting concepts for SBOs, as basic accounting is now conducted 

by a computer, which prevents SBOs from undertaking fundamental accounting 

procedures on a regular basis. 

The reliance on electronic data processing has overcome good basic sound 

accounting knowledge because everybody now is an expert because they can hit a 

key on the computer. They simply don't understand what's happening in their 

business because they don’t use a handwritten journal which would give them a 
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running balance of your cash flow at any point in time. Provided it's kept up, it 

forms a far better superior system than the computerised accounting system in my 

opinion (ACA2). 

The majority of experts believe that SBOs require a level of literacy that allows 

them to produce and understand financial reports available in their CAS.  

The small business owner needs not just to know how it works, but he should be 

the day-to-day person working it. Absolutely they should create financial 

statements in their accounting software (ACA2).   

Definitely, they do need to know which reports to print, how often to print them.  

So you want to keep your eye out on your cash flow regularly; profit and loss 

statement, you want to do at least monthly, and balance sheet that can be done on a 

less frequent basis, I suppose, because with the assets of the business they would 

kind of generally know where they're at and what they have. But cash flow, profit 

and loss statement, their debtors and creditors yes, absolutely, they must keep an 

eye out on that (GOV6). 

They should be using it as a management tool. I try to get my clients to do a monthly 

profit and loss, and aging debtors and aging creditors, because then you can see 

how their cash flow is going (ACC11). 

The remaining three experts posit that a thorough understanding of how the CAS 

functions is necessary to be considered to have adequate CAS literacy. 

Ideally, they should be able to produce reports and understand what those reports 

are telling them. So, they need basic digital literacy, then they need to understand 

their actual accounting software, what it will do and what it won't do for them. They 

need to know how to use it, and they need to know how to get value out of it relevant 

to running their business effectively. They don't need to be experts, but they do need 

to have a level of ability to use the software to help them run the business (GOV7). 

They definitely need a very solid understanding of that whole accounting software 

to be able to generate invoices correctly and accurately and to monitor the cash flow 

and action payments. Then be able to track and report on it as well (ACC11). 
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A good basic understanding of the software is essential to the success of small 

business. They need to know how to enter in the information and, to some degree, 

get that back out in a way that's useful to them, that they can understand (ADV1). 

Overall, the experts reflected diverse views relating to the base level of the literacy 

or the concepts required for SBOs to be considered CAS literate. Most of the experts 

believed that record keeping is more reliable when SBOs implement a CAS. However, 

some of the experts raised concerns about incorrect coding of transactions resulting in 

inaccurate records. Consequently, it appears that experts believe that the initial set up of 

CAS should be carried out by an accountant or advisor. A small number of experts 

proposed that CAS does not assist SBOs to manage their cash flow, and that use of a CAS 

could be detrimental to advancing their knowledge in basic accounting concepts. The 

remaining responses suggested that in order to be CAS literate, SBOs should at minimum 

be able to record transactions and to produce financial reports in their CAS. Three experts, 

who believed that CAS literacy should be extended, required SBOs to possess a full 

understanding of how the CAS functions, including the preparation and use of financial 

reports. 

5.7.2 Does the level of SBO CAS literacy influence their ability to manage cash 

flow? 

The semi-structured interviews explored whether experts believed that SBO CAS 

literacy influenced their ability to manage cash flow. Three participants agreed that CAS 

literacy levels were important for cash flow management. Their responses suggest that 

without CAS knowledge, reports and the data available would be worthless and would 

serve little purpose for cash flow management. 

Certainly, with the accounting software, if you don't understand how to use it, you're 

just going to produce erroneous data that won't help you manage your cash flow 

(ADV3). 

Looking at your financial statements and having good accounting software and 

knowledge helps to analyse cash flow. It helps you to look forward, thinking about 

your tax liabilities and other debts and planning for those (ACC8).   

The remaining comments from experts revolved around SBO knowledge of 

accounting concepts. It appears from the data analysis that participants perceive that 

management of cash flow using CAS is reliant on SBOs’ understanding of basic 
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accounting concepts. Similar findings were given in the research by Halabi, Barret and 

Dyt,609 who indicated that non-generation of reports was a result of SBOs’ lack of 

understanding of accounting language and terms, and therefore the SBOs saw little 

purpose in generating reports in their CAS. Some of the expert feedback follows: 

Behind the computer accounting software, you've got to have accounting 

knowledge. It gets complicated when you're looking at your reports from your 

accounting software. You'll have some debtors that are on account and some debtors 

like your sub-contractor that want to be paid weekly, they're almost dealt with like 

a cash cycle. That makes it very tricky to use those financial statements that are 

coming out of that reporting system (ADV3). 

If you have a good standard in understanding bookkeeping and basic accounting, 

the methods used i.e. electronic data processing as opposed to any other system, it 

becomes irrelevant (ACA2). 

It’s not literacy of the computer accounting software, it’s literacy of debits and 

credits or what's a profit and loss or what's a balance sheet, that influences their 

ability to manage cash flow when using their software (ACC12). 

A review of the data suggests that it is not solely the level of CAS literacy that 

influences the SBOs’ ability to manage cash flow. It appears that knowledge and 

understanding of basic accounting concepts compliments the SBOs’ CAS literacy levels. 

This is concerning when considering the views of participant ACA2. As discussed above, 

this participant suggested that reliance on electronic data systems for recording of 

business transactions has eroded the basic financial and accounting knowledge of SBOs. 

This is a result of SBOs never having to determine the accounting treatment of the 

transactions that they process through the CAS. 

5.7.3 What aids or hinders SBO use or understanding of CAS for cash flow 

management 

Results in the case study suggested that 12 of the 17 SSSB participants had either a 

limited level of CAS literacy or were not capable of producing financial reports in their 

CAS. Experts were engaged in the interview to provide insight into what might help or 

hinder the use of CAS by SBOs for cash flow management. Time was one of the most 

significant responses among the results for what helps or hinders the use and 

 
609 Halabi, Barrett and Dyt (n 6) 168. 
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understanding of financial statements. Experts believe that SBOs are too busy focusing 

on generating income to be able to invest time in understanding the functions of their 

CAS. 

The physical effort that's put in on a day-to-day basis of conducting trade or practice 

is so exhausting. The last thing a business owner wants to do when he finishes work 

is turn around, go into his office, and start generating invoices and paperwork and 

all the compliance requirements that go with it (ACA2). 

Lack of time would be the biggest hindrance. Actual running the business is what 

they’re focused on, rather than dedicating time to using their software to understand 

their financial position (ACA11). 

Spending time on using software for cash flow purposes takes them away from 

income generating aspects of the business (ACC13). 

One expert proposed that cash flow management was easier before businesses 

became so reliant on CAS, because of the double entry now required when recording data. 

Sometimes the return on investment for a small business is not there. For a small 

business sometimes the amount of effort to get your software up to date to do all 

this stuff, it is simpler to have paper versions of the invoices with a piece of paper 

on the top that says here's the total for this month. I think that the amount of time 

using paper copies of invoices would have been less time spent on it compared to 

today on entering all of that information into the software so that at the end of the 

day I can push a button and get my ATO reports out. But gee it costs a lot of time 

to do that. It is double entry everywhere. The supplier enters it and then the business 

enters it into their system (ADV3). 

Participant ADV3 does indicate that some CAS programs have improved in 

technology and offer a function that allows businesses to import invoices directly from 

the supplier. This appears to be easily available for business using the same CAS system. 

Other digital solutions can allow invoices from different software packages at a cost to 

the user, which may restrict access for many small businesses. 

I would add that it is getting easier. I've noticed a lot of other businesses are using 

Xero and there's the functionality to send a link to that invoice. You just click on it 

and it comes into your software and then you just code it. But until everybody is on 

software and the software can all talk to each other like that, then you've got this 
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manual data entry, you're just chasing your tail all the time as a small business 

owner (ADV3). 

Responses relating to time also suggested that limited hours spent operating the 

CAS have added to its complexity. If SBOs are not actively engaged in using their CAS 

on a regular basis, this will impede their ability to make use of it for cash flow 

management. Comments were broadly associated with SBOs using CAS primarily for tax 

obligations, rather than understanding their businesses financial position.  

Programs can often be complex; some of them can be difficult to use and they don't 

use them often enough. For instance, quarterly tax reporting. You're only doing that 

four times a year. Of course, doing something four times a year in your software, 

you don't remember how you did it. The amount of times that you use the software, 

you're putting your bank statements in once a month but you're only doing your 

taxation, your PAYG and your quarterly BAS, four times a year. So that hinders the 

computing software for the accountancy and the cash flow management (ADV1). 

The remaining responses were focused on the level of digital literacy held by the 

SBO. Increased digital literacy was found to aid the use and understanding of CAS for 

cash flow management. One participant suggested that experts should be training SBOs 

in the functions of their CAS. 

Experts should be involved in training, so that the small business person can operate 

the system (ACA2). 

Other responses relating to digital literacy indicated that younger individuals who 

have been more engaged in digital technology will find CAS easier to operate than older 

generations, and in turn they will realise a higher level of understanding of their CAS. 

Their ability to use a computer probably aids their use of a computer accounting 

system, so if they're pretty savvy with a computer. If you're young, then you're 

probably going to be more likely to understand how to use the software (ADV4). 

Most of the younger business owners these days have had digital literacy through 

their education system and at home and are more equipped to understand a 

computer accounting system (GOV6). 

The remaining comments relating to digital literacy indicated that software that is 

complex and difficult to understand will hinder the use of CAS by SBOs for cash flow 
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management. This is supported by prior literature suggesting that SBOs were not using 

their CAS to its full potential, to highlight the strengths and weaknesses of their business, 

due to their lack of understanding of how to create financial reports in CAS:610  

I guess only if the software is not easy to understand; if it's a complex software 

system then again that might hinder them (ACC4). 

Feedback indicates that software manufacturers are beginning to recognise the 

importance of simplifying CAS for use by SBOs. A number of participants acknowledged 

that software created by Xero611 is making it easier for SBO to operate their businesses: 

If you've got something like Xero; it's quite easy and integrative to use. It just 

depends on what the software is and how it's performed (ACC4). 

If you look at the way Xero has adapted over the last five years and what the product 

provides right now, it's very intuitive in terms of extracting information for a small 

business operator. It's not as complex as what it otherwise would be if you've got to 

understand double ledger accounting to be able to use the software products. You 

can extract a lot of the information without even having an accounting background. 

A lot of our small businesses in areas that don't have an accounting background can 

sufficiently get a lot of the information from the software system. Doing bank 

reconciliations, doing cash flow projections, doing their BAS statements, doing a 

whole lot of things through their product aids their understanding of cash flow 

management (ADV5). 

Overall, it appears that small business experts believe that the use of CAS for cash 

flow management is influenced by the level of digital literacy held by the SBO and the 

time available to operate the CAS. A higher level of digital literacy will aid the use of 

CAS for management of cash flow. It was suggested that those individuals who have had 

greater exposure to digital technology will hold the highest levels of digital literacy and 

in turn could make better use of their CAS.  

In respect of the time available to understand the functions of CAS, experts believe 

that SBOs will need to devote more hours to operating the system. Expert responses 

 
610 Belle Isle and Freudenberg (n 5) 517 and 529; Halabi, Barrett and Dyt (n 6). 
611 Xero Limited is a New Zealand-based software company that develops cloud-based accounting software 

for small and medium-sized businesses.  
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suggest, however, that SBOs are not likely to divert hours away from income earning 

activities in order to have a greater understanding of their CAS. 

5.8 EXPERT IDENTIFICATION OF BUSINESS TAX LITERACY THAT 

SHOULD BE HELD BY SMALL BUSINESS OWNERS 

As discussed in Chapter Two, SBOs have been identified as being broadly tax 

literate in relation to individual tax systems; however, this level of literacy does not appear 

to extend to business tax systems. Prior research has identified that the level of tax 

knowledge of SBOs does not appear to be adequate for the management of their business 

tax obligations. This research explores the perception of experts about the level of 

business tax literacy required for SBOs to be able to manage cash flow and, in turn, a 

successful business. Expert views in  the  semi-structured interview and a series of survey 

questions were examined to address RQ2 and SQ3. 

5.8.1 Base level or concepts of business tax literacy that should be acquired by 

SBOs 

It should be recalled that in the multiple case study (Stage 1), service SBOs were 

asked if they believed that their understanding of business tax systems affected their cash 

flow. Twelve participants confirmed that having an increased understanding of business 

tax systems would be beneficial to manage their cash flow effectively. Increased business 

tax literacy was identified as being advantageous for planning for the tax liability, and 

useful when making tax-related decisions and recording tax-related transactions 

accurately. Four of the service SBOs however did not see any benefit to cash flow through 

having business tax literacy. They believed that business tax literacy was the role of their 

accountant or advisor. This is comparable to research by McKerchar,612 who found that 

SBOs rely heavily on their accountant, to the detriment of their own tax literacy. Experts 

were engaged in determining if there is a base level, or certain business tax concepts, that 

SBOs should possess in order to be considered as having business tax literacy.  

Initially, the survey questions were utilised to determine whether experts believed 

that record keeping for tax purposes assisted SBOs in managing their cash flow. Previous 

research by Lignier and Evans613 suggested that a managerial benefit is available, in terms 

of reducing the burden of tax compliance, by record keeping for tax. This research 

 
612 McKerchar (n 64) 40. 
613 Lignier and Evans (n 35). 
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included a question to determine whether experts believed that SBOs would realise a 

managerial benefit, in terms of cash flow management, from keeping records for tax 

purposes. Seventeen experts (74%) agreed/strongly agreed that tax recording is beneficial 

for cash flow management. Only two participants disagreed/strongly disagreed (see Table 

5.10). 

Table 5.10. The records and information generated for tax obligations assists small businesses with 

managing their cash flow 

Tax and cash flow 

Strongly 

Agree 

(N = 21) 

Agree 

(N = 21) 

Neutral 

(N = 21) 

Disagree 

(N = 21) 

Strongly 

Disagree 

(N = 21) 

Records for tax 

obligations assist 

with cash flow 

6 

(28.57%) 

11 

(52.38%) 

2 

(9.52%) 

1 

(4.76%) 

1 

(4.76%) 

Semi-structured interviews were conducted to determine expert views on the 

minimum literacy requirements for SBOs in relation to business tax systems. Participants 

were asked, ‘In your opinion, what is the base level of literacy or concepts of business 

taxation required by small business owners to be considered literate?’ Two common 

themes that emerged from the interviews: being aware of their administrative obligations 

for tax and realising that the tax liability is a business expense. In regard to tax 

administration obligations, recent Australian research identified that businesses are likely 

to incur a tax debt in the form of late payment penalties because they are not reporting 

and paying their tax liabilities on time.614 Research in 1995 had demonstrated that 

determining correct payment and lodgement dates for tax was a complex issue for 

SBOs.615 The current responses from experts appear to suggest that this may still be an 

issue, considering that a large number of responses relate to this subject. Comments from 

the interviews indicate that SBOs still find difficulty in determining the administrative 

requirements for tax obligations. 

They should know how often they report their tax returns, and they should know 

what dates they have to pay tax, if there's any base level. They can get advice in 

terms of accounting as far as doing the tax returns, but they should know the dates 

that they have to fill in those reports and should be able to communicate with their 

advisers (ACA5). 

 
614 Poppelwell, Kelly and Wang (n 193) 404 and 423. 
615 McKerchar (n 64) 34. 
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Well of course, they need to have a basic understanding of how the tax and 

superannuation systems work. What the requirements are on them. They need to be 

able to plan to meet those requirements. They also need to understand how to 

engage with the tax and super systems, either directly or through their accountant 

or bookkeeper (GOV 7). 

If you're a micro to a small business person, you should definitely have an 

understanding of what the tax office needs you to record (ADV6). 

The other common response related to tax as a business expense, with businesses 

needing to realise the possible impact of the tax liability when planning cash flow. This 

response is also important to the relationship of tax and cash flow by the SSSB 

participants of the Stage 1 multiple case study (see Chapter 4). Expert participants 

suggested that SBOs are confused about what portion of the money held in the business 

bank account relates to the tax liability: 

Well, I think the bottom line is you really have to have an idea because in a nutshell 

I think they basically need to know the difference between my money and the 

money of others, that's what it comes down to. If you're a small business you could 

be subjected to about four or five regimes, PAYG instalments, GST, super 

guarantee, all that sort of stuff. You've just got to know what's your money and 

what's not your money basically (ACA1).  

Tax is one of the biggest expenses: you have rent, wages and then you have tax. So, 

tax is a large portion of their profits. When they come to invest, they have to take 

that money and pay it to the tax office. So, it takes it out of their business and that 

has an impact, especially today, when things are a bit hard (GOV6). 

Many of the small businesses don't understand a lot of tax things. I mean just the 

basic issue of GST, you know, to be able to account for tax and budget for it, so 

that when it does become due, that it is there and can be paid on time without them 

spending it and having it included in their day to day cash. They think their cash 

flow is good but it's not because part of it is their tax liabilities (ADV1). 

A number of participants gave feedback about specific business tax systems and the 

concepts in those business tax systems that SBOs should be aware of. The most frequently 

discussed tax system was the goods and services tax (GST). It is not unusual for the GST 

(and its predecessor the wholesale sales tax [WST]) to be the focus of feedback when tax 
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systems are explored in relation to cash flow.616 The feedback from experts related to 

knowing the rules about taxable supplies and credits, understanding which goods are 

subject to GST and determining if your business is required to be registered.  

I think they have to understand things that impact them on a day-to-day basis. I 

think some basic understanding of GST, that determines whether they charge or 

collect GST on which products. I think if they're not understanding the concept that 

they claim most of it back and it's the net cost that becomes relevant, not the 

inclusive (ACC5). 

With GST, which goods or services have GST and which ones don’t and how that 

affects cash flow. I think GST from what I believe, or my view, is GST is more 

about cash flow (ACA 6).  

GST on a base level, I think people understand there are taxable [supplies], and 

there are credits coming back. I think they need to have a base understanding of 

those concepts, and then how that fits into preparing a BAS. I think because if 

they're using computerised accounting systems, if you're using a MYOB or Xero, 

you can get good reports that say here is your GST credit and here is your GST 

payable (ACC10). 

Regardless of your size, you will have to have some knowledge of GST, even if 

that's just to know whether or not you're reaching a position where you have to 

register. Obviously, if you are registered, well, you need to understand, at least at a 

base level, how that system operates (GOV1). 

Minimal feedback was given in relation to the literacy level required for the other 

business tax systems relevant to this research. Experts made comments regarding income 

tax, pay as you go (PAYG) instalments and fringe benefits tax (FBT), however, the 

feedback was minimal. Responses for income tax concentrated on understanding 

depreciation and determining the deductions available to the individual business. 

McKerchar617 previously identified that SBOs have difficulty determining allowable 

deductions. This could be because deductions are one of the most challenged areas of 

 
616 Belle Isle, Freudenberg and Copp (n 5); Poppelwell, Kelly and Wang (n 193); Wallschutzky and Gibson 

(n 2). 
617 McKerchar (n 64). 
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income tax by the ATO.618 Experts suggest that determination of deductions and 

depreciation needs to be part of the base level of literacy for SBOs. 

My view is that there are basic things like, basic concepts around what’s kind of 

deductible and what’s not. What’s a deduction and what’s depreciation (ACA6). 

Income tax is a bit different. Income tax, because of the way that it operates, you 

probably have to have less of a knowledge of it, but it is always good to understand 

what concessions are available to you so that you can make the best use of those 

(GOV1). 

One expert discussed the importance of SBO literacy for PAYG instalments, 

particularly in the first year of trading. This expert suggested that, without the required 

level of business tax literacy, SBOs could experience significant cash flow problems if 

they have not forecasted or set aside funds to satisfy their income tax liability for the first 

year. Subsequent years may incur a PAYG instalment619 that is required to be paid 

throughout the year, based on the previous year’s income.620 However, considering that 

there is no prior trading in the first year, the income tax liability will be due as a lump 

sum once the return is lodged with the ATO. 

Pay as you go instalments will, as a matter of course, be a negative to your cash 

flow because of what it does. Depending on who you talk to, it's a provision, 

essentially, it's a provision towards your income tax liability for that particular year, 

so you're paying it earlier than you otherwise should have. Particularly for small 

businesses that are starting out because of the way pay as you go instalments 

operate, they can get themselves into quite a bit of trouble because they haven't been 

making provision for their income tax liability throughout the year. So when they 

lodge that first return that has a tax liability on it, there's nothing to offset that 

liability, with a lump sum amount that they have to then find the cash for. Unless 

they've been putting the money aside, we call it pay as you go instalment lag or pay 

as you go instalment shock because the return comes in, it's probably nine months 

after the end of the relevant income year, they're have a large tax liability (GOV1). 

 
618 Chardon, Freudenberg and Brimble (n 358) 359. 
619 Dependent on previous years income.  
620 PAYG Act (n 93) s 6-5(3), s45-1.  
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This feedback differs from the results of McKerchar’s621 research in 1995 relating 

to provisional tax,622 which suggested that SBOs experienced complexity with trying to 

understand that a provisional tax payment decreased the overall amount of tax liability 

owed at the end of the reporting period. Current expert feedback in comparison suggests 

that the most significant issues for cash flow include not recognising the implications of 

not paying an instalment in the first year of trading, and understanding the possible 

restrictions to cash that small businesses could face when the tax liability is due in the 

subsequent year. This supports the responses given by SSSB participants 6 and 9 in the 

case study. These service SBOs suggested that more education is required, at the start-up 

of a business, about the possible tax liability that will be owing at the end of the first year 

of trade for income tax. 

Expert ACC5 supported the research by McKerchar623 suggesting that SBO literacy 

for FBT needs to be improved. Lack of understanding by SBOs about what is classified 

as a fringe benefit still appears to be prevalent in today’s small business environment. 

A lot of small businesses don't pay FBT. But they should be. A lot of them have got 

exposures to FBT and they don't even know they've got an exposure (ACC5). 

In summary, expert feedback indicates that record keeping for tax obligations is still 

regarded as being beneficial for cash flow management. Concepts identified as being 

essential for SBO literacy with respect to business tax systems include the need to be 

aware of the ongoing tax obligations, the determination of correct lodgement dates, and 

the payment dates for business tax systems that are relevant to individual businesses. 

SBOs should also be capable of realising when tax liabilities are a business expense, they 

should be able to differentiate between the money allocated to tax liabilities and the cash 

available for business trade. 

With regard to specific business tax systems, the largest number of participants 

identified GST concepts as being necessary for SBO business tax literacy. Critical 

concepts highlighted by experts were the rules relating to taxable supplies and credits, the 

determination of goods and services subject to GST and understanding the GST 

registration requirements and thresholds. Other business tax concepts that are considered 

crucial for SBO literacy include determining a fringe benefit, identifying available 

 
621 McKerchar (n 64). 
622 The forerunner to the current PAYG instalment system. 
623 McKerchar (n 64).  
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deductions and concessions, understanding depreciation and forecasting for the income 

tax liability in the first year of trade, before PAYG instalments become part of the 

businesses tax obligations.  

5.8.2 Does the level of SBO business tax literacy influence their ability to manage 

cash flow? 

To complement the questions asked in the case study regarding the effect of 

business tax on cash flow, the survey questions investigated whether experts believed that 

it was the business tax system itself that affected the ability of SBOs to manage their cash 

flow. Experts were questioned individually about the five tax systems. Each question was 

structured to say the specific tax: (GST, Superannuation Guarantee [SG], FBT, income 

tax and PAYG withholding) adversely affects the ability of SBOs to manage their cash 

flow. The results of the experts’ data did not support the case study findings from the 

SSSBs. The most notable difference related to SG. In the case study, only one SSSB 

participant gave negative feedback about the effect of SG on cash flow. However, the 

data collected from experts shows that the highest number of experts agreed that SG 

adversely affects the ability of SBOs to manage their cash flow. When comparing the 

negative and positive responses in relation to GST, PAYG withholding and income tax 

(in Table 5.11), it can be seen that those in agreeance to the statement differ only 

marginally from those who disagree. The outcome of the expert responses for GST and 

PAYG withholding were different from the feedback in the multiple case study from the 

service SBOs. Service SBOs advocated that these two systems caused considerable 

constraint to their cash flow, compared to the other business tax systems, whereas expert 

feedback suggests that, other than FBT, the influences of the business tax systems on cash 

flow are relatively the same. Results regarding FBT in both the multiple case study and 

the expert engagement were consistent. Experts did not appear to recognise FBT as 

having adverse effects on the ability of SBOs to manage their cash flow (see Table 5.11). 

This might be because an insignificant number of small businesses comply with the FBT, 

compared to the number of small business registrations.624  

 
624 Board of Taxation, Review of Tax Impediments Facing Small Business (28 March 2014) 

http://taxboard.gov.au/consultation/tax-impediments-facing-small-business/. 
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Table 5.11. Expert perception of whether taxes adversely affect SBOs ability to manage cash flow 

Tax adversely 

affects small 

business cash flow  

Strongly 

Agree 

(N = 22) 

Agree 

(N = 22) 

Neutral 

(N = 22) 

Disagree 

(N = 22) 

Strongly 

Disagree 

(N = 22) 

GST 2  

(9.09%) 

9 

(40.91%) 

2 

(9.09%) 

7 

(31.82%) 

2 

(9.09%) 

FBT 0 

(0%) 

4 

(18.18%) 

7 

(31.82%) 

8 

(36.36%) 

2 

(9.09%) 

PAYGW 2 

(9.09%) 

8 

(36.36%) 

3 

(13.64%) 

7 

(31.82%) 

2 

(9.09%) 

Income Tax 2 

(9.09%) 

8 

(36.36%) 

4 

(18.18%) 

6 

(27.27%) 

2 

(9.09%) 

SG 1 

(4.55%) 

10 

(45.45%) 

5 

(22.73%) 

3 

(13.64%) 

3 

(13.64%) 

The collection of data then focused on the perception of experts about the effect of 

SBO business tax literacy on cash flow management. The semi-structured interviews 

were used to explore whether experts believed that SBO business tax literacy had any 

implications for their ability to manage cash flow. One expert expressed their concerns 

about SBOs’ ability to manage cash flow. This expert suggested that the relationship 

between business tax literacy and cash flow management is irrelevant. Their response 

implied that an understanding of business tax concepts is not necessary: instead, SBOs 

need to have only a simple understanding of tax, where calculation of the tax liability as 

part of cash flow should be predicted as one-third of net profit. 

I see cash flow management as a vastly superior problem to taxation. If a small 

business is making a good profit, tax is irrelevant. Quite simply, all the business 

proprietor has to understand is that it's roughly a third of his net profit, that's his 

depreciation costs. So, I've never had the situation yet where anybody has ever 

complained about an overestimation of tax liability (ACA2). 

In comparison, the remaining participants suggested that the level of SBO business 

tax literacy would likely influence their ability to manage cash flow. One participant 

suggested that tax was more complicated for SBOs than any of the other requirements of 

running a business, and therefore business tax literacy would have some bearing on their 

ability to manage cash flow. 

I think it probably is more in relation to the taxation, the GST, PAYG withholding 

and super guarantee side of things. Because the tax obligations, I think, do have an 

impact on their ability to manage cash flow. My view is that they probably have 
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less literacy in relation to the taxation obligations than they do in relation to their 

general business (ACA6). 

Two participants highlighted the importance of business tax literacy and its 

relationship with cash management, particularly in relation to forecasting for the tax 

liability. 

They absolutely need to understand taxation obligations. Again, because in my view 

it impacts cash flow directly. You need to have the cash flow to pay the tax when 

due (GOV2). 

Just the basic issue of GST, to be able to account for it and budget for it, so that 

when it does become due, it is there and can be paid on time without them spending 

it and having it included into their day to day cash. They think their cash flow is 

good but it's not because part of it is their tax liabilities (ADV1). 

The remaining feedback proposed that the impact of business tax literacy on cash 

flow management revolved around the level of literacy held in financial statements and 

CAS. This broadly supports recent Australian research that has suggested that tax literacy 

has a relationship with an individual’s level of financial literacy.625 Experts indicated that 

insufficient literacy in financial statements and CAS could have negative consequences 

for the level of business tax literacy held and in turn for the ability to manage cash flow. 

This suggests that, in order to have business tax literacy, SBOs need firstly to be literate 

in understanding financial statements and CAS. These outcomes broadly contradict the 

proposition by Brackin626 that a base level of literacy in tax and superannuation is required 

in order to be financially literate. Alternatively, the results may not oppose Brackin627 but 

may suggest that tax, superannuation, financial statement and CAS literacy work in 

concert with each other, so having a high level of literacy in any of these areas is in turn 

beneficial to an individual’s understanding of other concepts, especially when 

considering the ability to manage cash flow. 

Literacy has consequences on their cash flow. So, if they're not fully understanding 

tax, financial statements and computer accounting software then it will influence 

negatively if they're not sure how these interplay with their cash flow. If you don't 

 
625 Chardon, Freudenberg and Brimble (n 358). 
626 Brackin (n 83) 220. 
627 Ibid. 



  

Chapter 5: Literacy of service small business owners 172 

know what the tax consequences are then you're not going to be able to project the 

cash correctly (ACC5). 

What I would say is that there is a proportion, well less than half of the small 

businesses who start out with the required literacy and capability to effectively 

manage their finances, their business planning, and their tax and superannuation. 

Therefore, the remaining small business owners can't manage their cash flow 

because they don't have those capabilities. They simply can't do it. They don't 

understand basic things like the difference between their business income and their 

personal income. Business expenses, personal expenses. Their level of 

understanding is very low.  Consequently, they get into financial strife or under 

financial stress very quickly (GOV7). 

In summary, the survey questions investigated whether experts believed that the 

business tax systems included in the research adversely affected SBO ability to manage 

cash flow. The business tax system that a higher proportion of experts believed could 

have a negative impact on cash flow management was SG. When comparing the negative 

and positive responses relating to GST, PAYG withholding and income tax, the outcomes 

were only marginally different. The results illustrate that almost half of the experts could 

see some correlation with these business tax systems adversely affecting SBO’s ability to 

manage cash flow, whereas the other half did not identify a relationship. FBT was 

determined to be the least likely business tax system to affect the SBOs ability to manage 

cash flow. It is unclear whether this is a consequence of the low number of small 

businesses that have an FBT obligation.  

Analysis of the data in the semi-structured interviews indicates that most experts 

believe that the level of business tax literacy held by SBOs influences their ability to carry 

out effective cash flow management practices in their businesses. Their capacity to 

forecast the remaining cash available after taking the tax liability into consideration 

seemed to be an area that experts were concerned about, for SBO’s literacy. The 

remaining responses from experts emphasized that management of cash flow when 

considering business tax literacy, may have a relationship with literacy in the other areas 

investigated in this research. Experts perceived that the level of business tax literacy of 

SBOs is related to their level of financial statement and CAS literacy when taking cash 

flow management into consideration. 
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5.8.3 What aids or hinders SBO understanding of business tax in regard to cash 

flow management? 

The semi-structured interviews were used to determine whether experts believed 

that there are factors in the business environment or imposed by SBOs themselves that 

could encourage or prevent the required understanding of business tax systems for cash 

flow management. Research by McKerchar628 in the 1990s identified that the 

understanding of business tax systems can be influenced by the tax complexity, the 

willingness of SBOs to improve their knowledge, the reliance on advisors and the income 

earning being of higher importance than tax knowledge. Similar responses were conveyed 

by experts in the current research, with the added issue of SBOs’ fear of tax being an 

inhibiting factor for their understanding of business tax systems.  

Feedback given by experts relating to tax complexity predominantly addressed the 

problems that SBOs face in understanding the rules, concepts and determination of which 

business tax systems are relevant to their business. Tax complexity is not an issue 

experienced only in Australia.629 Complex tax systems have been a topic of research 

throughout the world.630 Experts in Australia appear to recognise that it is still an issue 

for SBOs. 

For tax it's slightly different, it's the complexity of the concepts and the multitude 

of concepts especially under the different taxes and different regimes (ACA1). 

The rules aren't as straightforward as they could be. Even things like small asset 

write-off, a lot of small businesses don't even fully understand something basic like 

that. What is on offer and how does it translate to being beneficial? (ACC5) 

I think the complexity of the tax system for small business is the problem. It's very 

rare for small business to completely understand how their tax affairs go. It is not 

uncommon for them to simply just sign their tax return with not really knowing 

what's going on, on their tax returns and simply just requesting their advisors to 

help or assist them in minimising their tax obligations. The complexity of structure, 

the complexity of the tax system is absolutely significant in that area. There are no 

simplification measures that exist (ADV5). 

 
628 McKerchar (n 64) 34-5. 
629 Chardon (n 62); Chardon, Freudenberg and Brimble (n 358); Freudenberg et al. (n 7); Saad (n 358); 

Wadesango et al. (n 354). 
630 Saad (n 358); Wadesango et al. (n 354). 
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One expert suggested that it is not just the business tax systems that are complex. 

Searching the ATO website and seeking advice over the telephone from the ATO can also 

be a difficult exercise for SBOs who are trying to understand tax. Such difficulty can 

hinder SBOs when they are actively seeking to improve their business tax literacy. 

It would be the complexity of the tax system, it's complex for a small business to 

understand, let alone all the small business tax concessions, that's well established 

in the tax literature. The Tax Office website is pretty complicated as well and 

getting telephone advice from the Tax Office can be problematic. The rulings can 

be a slow process as well. So, for small business tax, the small businesses are really 

in the hands of their accountants and advisers to help them. They're reliant on them 

(ACA5). 

An expert residing in the group of Government/ATO group even suggested that 

understanding of tax systems can be challenging for tax experts who deal with it on a 

regular basis, let alone to SBOs who have little or no tax education. This broadly supports 

research by Saad,631 who suggested that it is almost impossible for SBOs to fulfil their 

tax responsibilities without the assistance of a tax expert, as individuals need to be highly 

skilled in tax law to do so. Participant GOV1 gave this response: 

I suspect that they look at the raft of things that are there and it confuses them. I 

think there's a degree of mystique perhaps about financial statements and about tax, 

that they're almost predisposed to not understanding it not that they can't, but tax is 

complex. Some of the tax products are quite difficult to follow, even for someone 

who deals with the tax system for a long time. (GOV1). 

The remaining experts who discussed complexity suggested that it arises, and 

creates problems for SBOs, because tax rules change frequently without SBOs being 

aware of those changes. Even if SBOs’ initial understanding of tax systems is at an 

adequate level, continual changes in the law can result in SBOs’ understanding being 

insufficient for their cash flow management. Research throughout the world suggests that 

SBOs would need substantial tax literacy to stay abreast of the constant modifications to 

 
631 Saad (n 358) 1069. 
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tax law.632 Australian experts appear to support this in their feedback regarding what 

prevents SBOs in improving their business tax literacy. 

I think the level of literacy and just ongoing literacy. You might do a course at the 

beginning, but things do change, so you have to keep up with the taxation changes, 

and I suppose that's why people go to tax agents (ACC8). 

I suppose what is perceived to be the constant changes in it. So, for instance, it 

seems every couple of years the tax rates are changing for personal tax rates. 

Constant changes, that's definitely a hinder (ADV1). 

Two experts identified that SBO business tax literacy can be influenced by SBO 

perception about whose role it is to understand tax. They suggest that SBOs do not believe 

that business tax literacy is their role. This is consistent with responses given by four 

service SBOs in the multiple case study and with prior research by McKerchar,633 where 

there is a belief that the level of SBO business tax literacy has no impact on the cash flow 

management of the business because business tax literacy was the role of their advisor. 

My exposure to chatting to small business is that I pay tax once a year and my 

accountant will make sure I don't have to pay anything. I think it's not something 

they worry about it (GOV2). 

They just say I've got an advisor for that. They switch off. Then they say okay, 

they'll look after that. Then they'll see him once a year and I just do my bit running 

the business, not fully understanding what they do. That, unfortunately, seems to 

be more so than the first option (ACC5). 

Another concern that experts expressed is that SBOs are unaware of the level of 

knowledge of tax rules and regulations that they should hold. They are oblivious at the 

outset of starting a business and their understanding does not increase with business 

growth: 

The danger is that sometimes they don’t know what they don’t know so when the 

business is just starting out tax knowledge is not as critical a problem as it is as the 

business starts to grow out of that start-up phase into a growth phase (ACC13). 

 
632 Chardon (n 62); Chardon, Freudenberg and Brimble (n 358); Freudenberg et al. (n 7); Saad (n 358); 

Wadesango et al. (n 354). 
633 McKerchar (n 64). 
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All remaining feedback from experts about what aids or hinders understanding of 

business tax is related to SBOs’ ‘fear of tax’. A common response of experts was that 

SBOs are predisposed to the idea that understanding tax is so difficult which means that 

they are apprehensive about attempting to comprehend how business tax systems operate. 

There are services available to them that they can access but often they're either 

frightened or they get overwhelmed fairly easily. So, they need different ways of 

being able to build that understanding (GOV7). 

They come here, I can teach them how to negotiate, but a lot of them are not that 

confident to deal with tax themselves and they want a professional (GOV6). 

Even with relatively simple things, there's that barrier where they go this is tax. I'm 

constantly told the tax system is really complicated, overlaid with the fear of making 

a mistake, and they look at it and they're already predisposed to not understanding 

it. Even if it's relatively simple, they may well look at it and go I don't get it, it's too 

hard. (GOV1). 

In summary, experts appear to believe that the primary influence on the extent 

business tax literacy of SBOs to support cash flow management, revolves around the 

complexity of the tax systems. This relates to the multitude of tax concepts, the continual 

changes to the law, the magnitude of the information that must be deciphered and the 

difficulty accessing ATO resources including the ATO website and telephone assistance. 

The remaining responses relating to the limitations in understanding of business tax was 

associated with the SBO opinion that business tax literacy is the role of their advisor, the 

anxiety of SBOs in attempting to comprehend the rules and regulations of the business 

tax systems relevant to their business, and their obliviousness of what knowledge they 

should possess. 
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5.9 CONCLUSION 

This chapter detailed the responses of service SBOs from the multiple case study 

(Stage 1) in regard to their perception of their own literacy and its influence on their 

ability to manage their business cash flow. The discussion relevant to the engagement of 

small business experts continued in Stage 2 and their opinion of what level of literacy 

SBOs should acquire in order to effectively manage the cash flow of their business. 

Recommendations were also sought from experts to determine if there is a base level of 

literacy required for SBOs in order to support their business cash flow management. 

Experts were asked to consider and to respond to whether they believe that the literacy of 

SBOs affects their ability to manage cash flow in terms of professional financial literacy, 

CAS literacy and business tax literacy, and to share their views on what they believe aids 

or hinders SBOs in improving their literacy.  

The results in this chapter are important as they aid the creation of the survey (Stage 

3), in terms of the questions that need to be addressed for service SBOs relating to 

confidence and perception, and in attempting to measure literacy held in the areas of 

professional financial literacy, CAS literacy and business tax literacy.  
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Chapter 6: Demographics and literacy of 

small service sector businesses 

6.1 INTRODUCTION 

As discussed in Chapter Three, the survey instrument initiated for this research 

project included questions aimed to understand the small service sector business (SSSB) 

cash flow. The survey examined the relationship between cash flow and the five Federal 

tax systems involved in this research from a service small business owner (SBO) 

perspective. The survey also sought to explore areas of service SBO confidence, 

perception and literacy, in terms of implementing cash flow management processes and 

understanding financial statements, computer accounting software (CAS) and business 

tax. To develop a valid survey instrument, the interviews with service SBOs in the 

multiple case study (Stage 1) and experts (Stage 2) were conducted to inform the survey 

design for service SBO literacy. The themes identified in the interviews were combined 

with questions developed by McKerchar634 in 1995 to create a survey instrument that 

complemented contemporary business practices, business tax systems and business 

limitations.  

This chapter details the approach used to conduct the survey, including the design 

of the survey instrument and the pilot testing. The chapter then presents the descriptive 

and statistical analysis findings in order to satisfy the research questions. Initially, the 

demographic information of the SSSB participants is presented followed by a discussion 

of the relationship between tax obligations and cash flow management. Calculation of a 

literacy score (LS) based on participant responses relevant to financial statements, 

business tax and CAS follows in order to determine service SBO literacy. The 

demographic information is then compared to the mean overall LS and the business tax 

LS of SSSB participants. In Chapter Seven, these LSs are compared to both the gross 

annual income and net income of the SSSB participants and the confidence and perception 

responses of the service SBOs. This is to determine whether a relationship exists with 

service SBOs’ literacy and their confidence in terms of professional financial literacy, 

business tax literacy and CAS literacy. LSs are also compared with SBO perception to 

 
634 Ibid. 
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understand whether SBOs believe that complying with business taxes and the use of 

financial statements and CAS is beneficial or burdensome on cash flow.   

6.2 DESIGN OF THE SURVEY INSTRUMENT 

After completion of the multiple case study (Stage 1) and expert engagement (Stage 

2) of the research, next was to design Stage 3 survey instrument. The structured 

questionnaire was developed using important feedback uncovered in the qualitative 

research combined with some results and survey instruments from prior research. In 

particular, the researcher consulted the prior works of Wallschutsky and Gibson635 and 

McKerchar636 regarding business tax literacy and cash flow. The questionnaire, designed 

to gather both qualitative and quantitative responses from SSSB participants, allowed the 

researcher to analyse the findings descriptively and statistically.  

The survey was designed to collect demographic information relating to the service 

SBO, the participant SSSB, the sources of advice and the tax systems relevant to the 

research. Survey questions were used to explore the confidence, the perception and the 

actual literacy of service SBOs. Their confidence was viewed as important, especially 

regarding cash flow and taxation, as prior research has suggested that SBOs are known 

to be overconfident in their own ability to manage their business.637 Confidence has 

previously been acknowledged as a barrier for SBOs to make use of the functions and 

reporting options in CAS for cash flow management, although more recent research has 

suggested that almost two-thirds of SBOs are confident in using CAS to manage their 

business.638  

Another objective of the survey was to explore service SBOs’ confidence and 

perception on several issues relevant to the study. These include whether or not service 

SBOs perceive their cash flow to be impacted by compliance with taxation requirements; 

whether or not managerial benefits are recognised from tax compliance; and to determine 

the value that SBOS place on using financial statements and CAS for cash flow 

 
635 Wallschutzky and Gibson (n 2). 
636 McKerchar (n 64). 
637 Ibid. 
638 Belle Isle, Freudenberg and Copp (n 4); Katie Roe and Katina Law, ‘Small Business Cash Flow 

Education Research 2017’ (Australian Taxation Office, February 2017). 
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management. SBO confidence in the use and understanding of financial statements and 

CAS was also explored, along with their understanding of business tax systems. 

The survey questions also sought to measure service SBO literacy related to 

understanding financial statements, to CAS systems and to business tax literacy. An LS 

was determined based on the number of correct answers for the literacy questions for each 

participant, as used in Brackin’s method.639 The LS, when established, was used for 

comparative analysis with the confidence and perception questions to determine if service 

SBOs’ confidence and perception related to their actual level of literacy. 

An overview of each question and its classification within the three areas explored 

in the research project can be found in Table 3.1. Note that a large number of the survey 

questions required participants to answer several sub-questions. The total of 141 

questions needed to complete the survey made the survey long, possibly affecting 

participants’ willingness to complete the survey (this is discussed in more detail later see 

- 6.3). 

The survey contained 21 demographic questions. Three of these questions related 

to the individual service SBO, and seven explored characteristics of the SSSB. Three 

questions canvassed the business use of experts or advisers; one question explored the 

adoption of CAS; five questions examined tax demographics and two questions (with 

twelve sub-questions) explored cash flow activities that might be adopted by small 

businesses. 

Ten survey question banks examined service SBO perception. One question 

explored perception relating to what advice would be sought if service SBOs had funds 

available to engage an advisor or accountant. Perception relevant to the usefulness of 

financial statements was investigated in two question banks (with a total of nine sub-

questions). Perception of tax administration and of managerial benefits from complying 

with tax was covered by six questions (with a total of thirty sub-questions). The remaining 

question examining the perception of the usefulness of CAS contained three sub-

questions.  

Service SBO confidence was evaluated using four questions with a total of eighteen 

sub-questions in the survey. One question was assigned to each of the areas regarding 

 
639 Brackin (n 83). 
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cash flow management, the use and understanding of financial statements and CAS, and 

the understanding of business tax systems. 

Questions posed to score service SBOs actual literacy included eleven main 

question banks, all question banks included sub questions (see Appendix K and Appendix 

J, survey instrument). The largest number of literacy questions are related to business tax, 

which is because literacy is being explored for all five tax systems within the research. 

One bank of business tax literacy questions covered superannuation guarantee (SG), 

goods and services tax (GST), fringe benefits tax (FBT) and pay as you go (PAYG) 

withholding; three question banks were related to income tax; and two question banks 

each were used for the understanding of financial statement literacy and CAS literacy. In 

total, there were 43 sub-questions included to create the overall LS of service SBOs.  

6.3 PILOT TESTING 

The first draft of the survey was pilot tested by the researcher and her supervisors. 

The survey was accessed using an electronic link through Survey Monkey. The research 

team piloted the survey on different electronic platforms including computers, tablets and 

mobile phone devices. This helped to identify design, formatting and usability constraints 

across the different devices and ensured that these design limitations were removed or 

rectified before independent pilot testing. 

The second round of pilot testing was conducted by emailing the electronic survey 

link to tax academics and by posting the link on private Facebook social media accounts. 

Respondents for pilot testing were asked to provide feedback relating to ease of use, 

confidentiality concerns, the time required for survey completion and any apprehension 

they felt for the wording or content of any of the questions. 

Important feedback was received relating to formatting and grammatical errors. 

These suggestions were vital for ensuring that future participants were able to complete 

the final version of the survey without confusion. Should the formatting errors not have 

been identified, the outcome may have included inaccurate data or data that was too broad 

to determine meaningful conclusions. 

Other responses received during pilot testing were used to reword some ambiguous 

questions and to delete questions that appeared to duplicate others already in the survey. 

This reduced the survey length and increased the likelihood of survey completion by 

respondents once the survey was live and collecting data.  
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As noted earlier, the final survey instrument contained 12 pages and 49 questions. 

Three questions related to the welcome message, the consent information statement and 

the prize draw entry. There were 19 demographic questions with 13 relating to the service 

SBO (and their SSSB) and six tax-specific questions. The remaining 26 questions (with 

sub-parts) explored service SBO literacy, confidence and perception.  

6.4 SSSB DEMOGRAPHIC INFORMATION  

An overview of the demographic information of the SSSB participants follows. 

Where possible the survey population was compared to the Australian small business 

population, to determine the relevance and reliability of the survey sample. A discussion 

of the methods used to source SSSB participants can be found in Chapter Three.640  

The survey link was accessed by 259 respondents over the period of 1st October 

2018 to 30 June 2019.641 Table 6.1 details the descriptive characteristics of the survey 

participants. When accessing the survey, participants were given the opportunity to begin 

the survey immediately or to read the full consent information. The majority of SSSB 

participants chose to begin the survey immediately. The remaining 32 respondents elected 

to read the full consent information at Question Two, which gave them an in-depth 

understanding about the project, what to expect in the survey, the risks and benefits for 

participants and a confidentiality statement (see Appendix J). All 32 participants agreed 

to continue with the survey after accessing the full consent information. Eighty 

individuals who agreed to take part in the survey at Question One or Two did not complete 

any further questions after the consent. As a result, 179 participants proceeded to Question 

Three. 

To determine whether those completing the survey identified as an owner or 

manager of an SSSB, Question Three required the participants to confirm whether they 

were the decision maker of an Australian business employing 20 or fewer employees. The 

eleven participants who answered ‘no’ were excluded from completing the remainder of 

the survey questions as they were not involved in the service sector or did not satisfy the 

unit of analysis for the number of employees, effectively meaning that they and their 

business are outside the scope of the research. The affirmative responses recorded by 168 

 
640 See 3.6.3. 
641 The results of this research are not affected by the COVID 19 pandemic, as the survey was closed in 

June 2019. 
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meant that they satisfy both criteria requirements. Of these 168, only 116 completed the 

survey in totality. It should be noted that not all questions were relevant to all participants. 

This will be addressed further in the sections relevant to those questions. While 116 is 

slightly disappointing, engaging small businesses in research has been previously 

identified as problematic.642 Nevertheless, the results are still useful to demonstrate 

insights into the literacy of SBOs and can be used as a foundation for future studies.  

 
642 Belle Isle, Freudenberg and Copp (n 4); Wallschutzky and Gibson (n 2). 
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Table 6.1. Summary of SSSB participant characteristics 

Demographic Categories N = 116 Percentage 

Residency Less than 5 years 1 0.9% 

More than 5 years but less than 10 years 7 6.0% 

More than 10 years but less than 15 years 8 6.9% 

More than 15 years but less than 20 years 8 6.9% 

More than 20 years 17 14.7% 

I was born in Australia 75 64.7% 

Education Left school before completion of year 10 1 0.9% 

Year 10 1 0.9% 

Year 12 8 6.9% 

TAFE qualification 23 19.8% 

University undergraduate degree 36 31.0% 

University post graduate degree 47 40.5% 

ANZSIC 

Category 

A Agriculture, Forestry and Fishing 2 1.7% 

D Electricity, Gas, Water and Waste services 0 0.0% 

E Construction 7 6.0% 

F Wholesale Trade 3 2.6% 

G Retail Trade 8 6.9% 

H Accommodation and Food Services 8 6.9% 

I Transport, Postal and Warehousing 0 0.0% 

J Information Media and 

Telecommunications 

10 8.6% 

K Financial and Insurance Services 0 0.0% 

L Rental, Hiring and Real Estate Services 1 0.9% 

M Professional, Scientific and Technical 

Services 

46 39.7% 

N Administrative and Support Services 4 3.4% 

O Public Administration and Safety 0 0.0% 

P Education and Training 6 5.2% 

Q Health Care and Social Assistance 8 6.9% 

R Arts and Recreation Services 6 5.2% 

S Other Services 7 6.0% 

Business 

Structure 

Sole Trader 40 34.5% 

Partnership 6 5.2% 

Company 44 37.9% 

Trust 9 7.8% 

Combination of Company and Trust 16 13.8% 

I'm unsure of the business structure 1 0.9% 

Business Age Less than 2 years 22 19.0% 

More than 2 years but less than 5 years 19 16.4% 

More than 5 years but less than 10 years 28 24.1% 

More than 10 years 47 40.5% 

Number of 

Employees 

(excluding 

the owner) 

Zero 46 39.7% 

1 to 5 51 44.0% 

6 to 10 9 7.8% 

11 to 20 10 8.6% 

Past Business 

Experience 

Yes 62 53.4% 

No 54 46.6% 

Annual 

Turnover 

Under $50000 30 25.9% 

$50001-$200000 36 31.0% 

$200001-$2000000 44 37.9% 

$2000001-$5000000 4 3.4% 

$5000001-$10000000 2 1.7% 

* Percentages may be affected by rounding 
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Service SBOs were asked about their residency relationship with Australia to note 

those with an Australian domicile by birth and those who are migrants to Australia. 

Exploring the service SBO’s relationship with Australia was considered important as 

there is research to suggest that migrant SBOs face greater barriers in the business 

environment than their Australian-born competitors.643 These barriers can include lack of 

business education and of understanding of regulatory frameworks that exist within 

Australia.644 The purpose of including residency was therefore to understand to some 

extent the level of service SBOs’ English literacy (although the first language was not 

explored). It was also included to determine if service SBOs had experienced life growing 

up in Australia and with exposure to Australia’s business regulatory system. The sample, 

which demonstrates that almost two-thirds of participants have an Australian domicile by 

birth, with the remaining one-third arriving in Australia as migrants, is similar to the 

pattern of the percentage of ownership of Australian small businesses.645  

In order to obtain insight into the education of service SBOs in the sample, 

participants were asked to indicate their highest level of education. The responses suggest 

that just over 40% of participants had a postgraduate qualification and slightly fewer than 

one-third had an undergraduate qualification. A TAFE qualification was the highest level 

of education completed by 23 respondents (20%), with the remaining respondents having 

their highest level of education at a secondary school. These proportions of service SBO 

education levels in the sample differ from those previously reported for all business 

owner/managers in Australia.646 The results reported in the Census647 suggest that post 

graduate study among Australian business owner/managers is as low as 7%, whereas 

those who have their highest level of education at a secondary school is 31%. The Census 

results are almost the exact opposite to the findings in the survey. This disparity may be 

a result of the survey focusing only on service SBOs, in contrast to the Census recording 

data in terms of all SBOs in Australia. It may also be explained by the sample engaging 

only SBOs who manage small and micro SSSBs whereas the Census covers 

owner/managers from all business sizes across Australia. Therefore, the SSSB 

 
643 L Chen, E Sinnewe and Michael Kortt, Evidence of Migrant Business Ownership and Entrepreneurship 

in Regions (Regional Australia Institute, 2018) 8. 
644 Ibid. 
645 CGU Insurance, ‘Migrant Small Business Report’ (22 January 2018) <https://apo.org.au/node/128756>. 
646 Australian Bureau of Statistics, Census of Population and Housing: Reflecting Australia - Stories from 

the Census, 2016 (Catalogue No 2071.0, 11 July 2018). 
647 Ibid. 
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participants involved in this research appear to have higher levels of education than the 

levels of the general population of small businesses owner/managers in Australia. This 

could mean that the education of SSSB participants could be higher than the normal 

population, so this needs to be considered when determining the results.  

Service SBOs were then asked to indicate the legal structure used for their business. 

The information in Table 6.1 demonstrates that the most popular legal structure is a 

company (38%), closely followed by sole traders, represented by just over one-third of 

SSSB participants. The next favoured structure was the company/trust combination, with 

trust and partnership structures being the least common. The sample in terms of business 

structure does not appear to precisely replicate the private sector population in terms of 

Australian business structures. The company structure is the most common type in 

Australia, with 38% of all private sector businesses legally identified as companies.648 

Sole traders are the next largest form of business followed by trusts649 and then 

partnerships.650 The sole trader, as a business form, is over-represented in the survey, 

whereas trusts and partnerships appear to be under-represented, compared to the 

Australian population. 

SSSB participants were asked to indicate the age of their businesses as it was 

thought this might be important when discussing service SBO literacy and business 

survival. The lifecycle of many small businesses in Australia, which is less than five 

years,651 has been associated with the level of literacy of SBOs in terms of cash flow. 

Businesses trading for less than 5 years made up 35% of all SSSB participants, 16% had 

been in operation for 2 to 5 years and 19% have been active for less than 2 years. The 

remaining 63% of businesses were represented by those trading for 5 to 10 years (24% or 

28 businesses) and those trading for more than 10 years (41%). 

SSSB participants were asked to indicate the number of full-time staff employed in 

their business. Almost half (44%) of the participants employed between 1 and 5 

employees and 40% were non-employing entities. The employment brackets of 6 to 10 

and 11 to 19 employees were each represented by 7.8% and 8.6% of participants 

respectively. The survey data indicates an under-representation of non-employing 

 
648 ABS 8165.0 (n 14). 
649 Note: The ABS data does not acknowledge combination business structures like Company/Trust.  
650 ABS 8165.0 (n 14). 
651 ABS 8165.0 (n 14); Belle Isle, Freudenberg and Sarker (n 64). 
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businesses compared to the Australian population.652 In Australia, 64% of all businesses 

employing between 0 to 20 employees are non-employing businesses.653 In contrast, the 

employment brackets of 1 to 5 and 6 to 20 are over-represented in the survey when 

compared to the Australian small business population of business employing 0 to 20 

employees. In Australia, businesses employing 1 to 5 employees are represented by 28% 

of business, compared to 44% in the survey, and 9% are businesses employing 6 to 20 

employees whereas 16% of survey participants employed between 6 and 20 employees.654  

In terms of annual turnover, participants were asked to report their gross income in 

the survey. The annual turnover of each respondent was then categorised according to the 

ABS catalogue no. 8165-0 (see Table 6.1).655 For businesses earning ranges of $0-

$50,000, $2,000,001-$5,000,000 and $5,000,001-$10,000,000, the survey representation 

is comparable to the population for the same income groups when calculated as a 

percentage of total businesses earning up to $10 million.656 The survey responses differ 

only marginally by one percentage point in all three turnover groups, compared to the 

population. Compared to the population for the annual turnover category of $50,001-

$200,000, the survey responses under-represent the Australian population by 3% and the 

income group of $200,001-$2,000,000 is over-represented in the survey by 4%.657 

Table 6.2 illustrates the relationship between the business size in terms of annual 

turnover and number of employees. SSSBs that predominantly are non-employing entities 

are earning up to $200,000, those employing between one and five employees, for the 

most part, have an annual turnover of between $50,001 and $2,000,000, with the majority 

earning between $200,001 and $2,000,000. It should also be noted that the annual income 

of the non-employing and the 1 to 5 employee SSSBs do not have income in either of the 

top two income brackets of above $2 million. For SSSBs employing six or more full-time 

employees, the majority have an annual turnover of between $200,001 and $2,000,000; 

and only two SSSBs earn an annual income greater than $5 million. The number of full-

time employees for these two businesses is within the highest employment bracket of 11 

to 20 employees.  

 
652 ABS 8165.0 (n 14). 
653 Ibid. 
654 Ibid. 
655 Ibid. 
656 Ibid Table 17.  
657 Ibid. 



  

Chapter 6: Demographics and literacy of small service sector businesses 188 

Table 6.2. Number of employees of SSSB compared to business size 

Annual Turnover Number of Employees (excluding the owner) 

0 1 to 5 6 to 10 11 to 20 

Under $50000 23 6 0 0 

$50001-$200000 20 16 0 0 

$200001-$2000000 3 29 8 4 

$2000001-$5000000 0 0 2 2 

$5000001-$10000000 0 0 0 2 

 

6.5 HOW IS SSSB CASH FLOW INFLUENCED BY TAX OBLIGATIONS?  

The survey investigated the tax obligations of participating SSSBs to determine the 

extent of their compliance with the five Federal tax systems within the research project 

and to attempt to satisfy RQ1. Participants were asked to select all tax systems that were 

relevant to their business.  

Figure 6.1 shows the responses of the SSSB participants. The GST658 appears to be 

the tax system with the highest number of registrations, compared to the other systems, 

as just over 80% of SSSB participants have a GST obligation. Comparing GST registered 

entities to the 2018 annual turnover (see Table 6.1) could indicate that at least eight659 

participant SSSBs are registered for GST, even though they are under the GST turnover 

threshold.660 Income tax661 follows GST,662 with 88 SSSBs suggesting that they have an 

income tax obligation. This response could suggest that some service SBOs within the 

survey are unaware of their income tax compliance requirements. This potential non-

comprehension or confusion is discussed further below. 

The responses in the survey indicate that two-thirds of the SSSB participants report 

for PAYG withholding. This corresponds with the employment data in Table 6.1, which 

indicates that 70 participants have one or more employees. The remaining seven 

businesses that suggest that they have a PAYG withholding obligation could be 

 
658 GST Act (n 41). 
659 This could be higher considering that 6 participants earning less than $75,000 fit into the annual income 

category of $50,000-$200,000.  
660 Note: This comparison is solely comparing the current year turnover, however it is acknowledged that 

the GST Turnover threshold test relies on both the current year turnover plus projected year income two: 

see GST Act (n 41) s118-10, s118-15, s118-20.  
661 ITAA97 (n 56). 
662 GST Act (n 41). 
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businesses registered as companies, where the director for tax purposes would identify as 

an employee.663 Just over half of the participating SSSBs note that they have an SG664 

obligation. Only 20 participants indicated that they are required to report for FBT, having 

the lowest tax obligation requirements of the five tax systems within the research, which 

is consistent with the multiple case study (Stage 1) results.665 

Figure 6.1. Tax compliance obligations of participating businesses 

 

Source: Author’s depiction 

Comparison of the results in Table 6.1 and Figure 6.1 illustrates that only 88 SSSB 

participants (76%) indicate that they have an income tax obligation.666 In Australia, 

income tax is payable by all individuals and companies.667 This would suggest that, at 

minimum, 100 SSSB participants should have indicated that they are required to report 

for income tax as there are 40 sole traders, 44 companies and 16 company/trust 

combination structures within the survey sample. However, even those with a partnership 

or trust legal structure are required to lodge a Partnership tax return or a Trust tax return 

under s90 and s95 respectively of the Income Tax Assessment Act 1936 (Cth). The data 

 
663 Note: See Appendix J- Survey Protocol at question 10 which asks participants to advise how many 

employees are currently employed by the business excluding the owner who is completing the survey. In a 

Company situation the business owner could be classified as an employee.  
664 SG Act (n 58). 
665 FBT Act (n 54). 
666 ITAA97 (n 56). 
667 Ibid s4-1.  
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could suggest that 16 participants668 (14%) at minimum are unaware of or are confused 

about their tax obligations or their compliance requirements for income tax.669  

Further examination of the data indicates that the largest number of SSSB 

participants who suggested they did not report for income tax were those managing 

companies. Figure 6.2 demonstrates that 22 (19%) of the participating SSSBs who operate 

as companies, sole traders and company/trust combinations selected that they did not have 

an income tax obligation. This suggests that these participants have some limitations with 

tax terminology or with understanding their tax compliance obligations, or that they faced 

some confusion with the wording of the survey question. 

Figure 6.2. Comparison of legal structure to compliance with Income Tax 

 

Source: Author’s depiction 

Figure 6.1 also indicates that 77 participants have a PAYG withholding obligation 

in contrast to 60 participants having an SG obligation. These results appear to be 

inconsistent, as most Australian employers are required to pay SG to their employees 

unless the individual employee earns less than $450 gross income in a calendar month or 

is under the age of 18 and works less than 30 hours.670 In order for the SG responses to 

be accurate, 17 of the participating SSSBs would have to have their workforce made up 

 
668 Note: Those who are a sole trader, company or company trust combination structure should all be aware 

of their Income Tax obligations, meaning a minimum of 100 respondents should have selected that they 

report for Income Tax.  
669 ITAA97 (n 56) s4-1.  
670 Minors are entitled to SG when they earn more than $450 per calendar month and work more than 30 

hours per week, see: SG Act (n 58), s28. 
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of minors and/or casual employees (which may be the case). This also suggests that 

service SBOs have some limitation in their understanding of their SG or PAYG 

withholding compliance obligations. A more in-depth analysis of service SBO business 

tax literacy is provided in 6.6 and in Chapter Seven.  

6.5.1 Does adhering to tax administration obligations relating to tax payment dates 

have an effect on SSSB cash flow? 

In respect of SQ2, service SBOs were asked a number of different questions within 

the survey relating to the relationship between cash flow and taxation. Considering that 

two-thirds of all ATO debt for 2017-18 can be attributed to small businesses,671 SSSB 

participants were asked whether they had entered into a payment arrangement with the 

ATO in the past 10 years in relation to an outstanding tax debt. Just over one-third of 

SSSB participants confirmed that they had paid their debt off over time using this 

arrangement (see Figure 6.3). This could indicate that one-third of SSSB participants have 

had cash flow problems regarding their ability to pay their tax obligations on time. Thirty 

participants (26%) indicated they had negotiated this payment contract on more than one 

occasion; while the remaining ten participants suggested that this had occurred only once 

in the past ten years. Seven participants (6%) suggested that they were unaware that they 

could enter into such an agreement with the ATO. Almost two-thirds of SSSBs implied 

that they had not had outstanding debts with the ATO or that they had never negotiated a 

payment plan to settle any outstanding tax liabilities. This could indicate that one-third of 

SSSB participants have had cash flow problems regarding their ability to pay their tax 

obligations on time.  

 
671 ATO Tax Debt (n 200). Note: the survey explored whether participating business had ever had an 

outstanding debt with the tax office. 
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Figure 6.3. Participant payment arrangements entered into with the ATO 

 

Source: Author’s depiction 

Complying with tax has previously been identified as potentially providing 

managerial benefits to small businesses in Australia, in terms of having up-to-date record 

keeping of business activities.672 To determine whether managerial benefits were 

recognised in the current research, the survey questions explored whether service SBOs 

believed that recording transactions for the five Federal tax systems and preparation of 

the business activity statement (BAS) assist them in maintaining accurate business 

records. Table 6.3 illustrates that most service SBOs appear to recognise that their 

business records are accurate as a result of their business tax compliance obligations. A 

considerable number of SSSB participants appear to realise greater managerial benefits 

from recording their transactions for GST, income tax, PAYG withholding, SG and the 

BAS. More than 80% agreed or strongly agreed (excluding those who selected ‘not 

applicable’) that the accuracy of their business records can be attributed to the 

requirement to report for these business tax systems. PAYG withholding appears to be 

the tax system that provides the largest benefit, followed by SG (88.5%), GST (88.3%), 

BAS (87.5%) and income tax (83.2%). This is likely to be attributed to the greater 

frequency of reporting for PAYG withholding, SG and GST, compared to reporting 

annually for income tax. Nearly three quarters (71.4%) of the participants673 agreed or 

strongly agreed that reporting for the FBT tax system improves the accuracy of business 

 
672 Lignier and Evans (n 35) 620.  
673 Those that selected not applicable are not included in the calculation. 
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records. Comparison of the results illustrated in Figure 6.1 and Table 6.3 could suggest 

that all SSSBs reporting for FBT perceive that having an FBT obligation improves their 

business records. The remaining participants predominantly selected ‘not applicable’ or 

‘not sure’, which is likely to be explained by the fact that 96 of participant SSSBs (83%) 

do not have a current FBT obligation (see Figure 6.1). 

Table 6.3. Recording transactions for tax assists in maintaining accurate business records 

Business records are 

accurate as a result of 

recording 

transactions for these 

taxes …. 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

GST  22 6 

(6.4%) 

0 

(0.0%) 

5 

(5.3%) 

25 

(26.6%) 

58 

(61.7%) 

FBT  88 0 

(0.0%) 

2 

(7.1%) 

6 

(21.4%) 

6 

(21.4%) 

14 

(50.0%) 

Income Tax  27 6 

(6.7%) 

2 

(2.2%) 

7 

(7.9%) 

32 

(36.0%) 

42 

(47.2%) 

PAYG Withholding 40 2 

(2.6%) 

0 

(0.0%) 

3 

(3.9%) 

26 

(34.2%) 

45 

(59.2%) 

SG  46 2 

(2.9%) 

0 

(0.0%) 

6 

(8.6%) 

22 

(31.4%) 

40 

(57.1%) 

BAS  20 6 

(6.3%) 

0 

(0.0%) 

6 

(6.3%) 

29 

(30.2%) 

55 

(57.3%) 

Service SBO perception was then explored with regard to their tax obligations and 

managing cash flow. SSSB participants were asked to indicate whether they believed that 

reporting their tax obligations by the due date assisted with managing their business cash 

flow. The results displayed in Table 6.4 demonstrate that service SBOs mostly identify 

that reporting and payment of tax obligations by the due date provides favourable 

outcomes for cash flow. Although most participants still gave affirmative responses, the 

collective number of those agreeing or strongly agreeing across the various tax systems 

was not as large as the benefit realised for the accuracy of business records. Lodging the 

BAS by the due date was identified as providing the greatest benefit when considering 

cash flow management, followed by reporting for GST. This could very likely be a 

consequence of the regularity of the reporting requirements for GST, and that of BAS 

preparation for most SSSBs, in contrast to some of the other business tax systems.674 It 

may also relate to GST reporting that involves recording transactions of revenue and 

 
674 Sue Yong and Brett Freudenberg, ‘Perceptions of Tax Compliance by SMEs and Tax Practitioners in 

New Zealand: A Divergent View?’ (2020) (26) New Zealand Journal of Taxation Law and Policy, 57-85, 

61. 
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expenses, which would allow the service SBO to obtain some insight into the inflow and 

outflow of cash on a regular basis. 

Table 6.4. Reporting tax obligations by the due date assists with managing cash flow 

Reporting tax 

liabilities by the due 

date assists with 

managing cash flow 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

GST  24 8 

(8.7%) 

7 

(7.6%) 

14 

(15.2%) 

30 

(32.6%) 

33 

(35.9%) 

FBT  95 1 

(4.8%) 

1 

(4.8%) 

7 

(33.3%) 

5 

(23.8%) 

7 

(33.3%) 

Income Tax  30 7 

(8.1%) 

8 

(9.3%) 

17 

(19.8%) 

29 

(33.7%) 

25 

(29.1%) 

PAYGW 40 6 

(7.9%) 

6 

(7.9%) 

11 

(14.5%) 

28 

(36.8%) 

25 

(32.9%) 

SG  47 6 

(8.7%) 

6 

(8.7%) 

11 

(15.9%) 

25 

(36.2%) 

21 

(30.4%) 

BAS  21 7 

(7.4%) 

6 

(6.3%) 

13 

(13.7%) 

36 

(37.9%) 

33 

(34.7%) 

A concern raised by experts in the interviews was that often SBOs are unable to 

differentiate between the portion of the cash that is available for trading and the amount 

that is owed as a tax liability. To determine whether service SBOs place any importance 

on keeping their tax liabilities separate from their business cash, the survey inquired as to 

whether they agreed with the statement that ‘Putting money aside for payment of the 

following taxes helps to manage business cash flow.’ Analysis of the data shows that 

service SBOs perceive an advantage for cash flow management from separating GST, 

income tax, PAYG withholding and SG liabilities from the cash available for business 

trading. For GST, income tax and PAYG withholding, more than 70% of SSSB 

participants recognised this to be beneficial to cash flow, for SG, just over two-thirds of 

participants agreed or strongly agreed. It is unclear from the survey whether SSSBs in 

actual practice separate tax from cash to help with cash flow management. Of the small 

number of SSSB participants that report for FBT,675 only 48% believe that separating the 

FBT liability from day-to-day cash would be of benefit to cash flow management (see 

Table 6.5). 

 
675 See Figure 6.1.  
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Table 6.5. Does separating the tax liability from trading income help with the management of cash 

flow? 

Separating the tax 

liability from income 

helps with managing 

cash flow 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

GST  21 6 

(6.3%) 

11 

(11.6%) 

10 

(10.5%) 

24 

(25.3%) 

44 

(46.3%) 

FBT  91 1 

(4.0%) 

2 

(8.0%) 

10 

(40.0%) 

4 

(16.0%) 

8 

(32.0%) 

Income Tax  30 4 

(3.4%) 

7 

(8.1%) 

13 

(15.1%) 

30 

(34.9%) 

32 

(37.2%) 

PAYGW 40 3 

(2.6%) 

6 

(7.9%) 

9 

(11.8%) 

23 

(30.3%) 

35 

(46.1%) 

SG  45 2 

(1.7%) 

7 

(9.9%) 

13 

(18.3%) 

17 

(23.9%) 

32 

(45.1%) 

In order to explore further the responses from the case study SSSB participants, the 

survey investigated whether participants recognised that payment of a PAYG instalment 

could be beneficial to cash flow management. Service SBOs were asked to respond to the 

statement, ‘I think paying a PAYG instalment is a useful cash flow management tool for 

my business.’ As displayed in Figure 6.4, just over half of the service SBOs gave positive 

responses to the statement. In contrast, those who disagreed represented just over 20% of 

SSSBs. These affirmative results are similar to those in the case study (Stage 1), where 

50% of the small sample of SSSB participants who discussed PAYG instalment gave 

favourable feedback. It could be suggested that service SBOs are conflicted about whether 

the positive effects of paying a PAYG instalment outweigh the negative effects. The case 

study data suggested that service SBOs could see that placing money aside for future tax 

obligations was beneficial, although they had concerns about whether that money was of 

better purpose to their business if in their respective bank account rather than in that of 

the ATO. The neutral survey responses could be an example of service SBOs being 

apprehensive about whether the PAYG instalment is advantageous to their cash flow. 

Alternatively, the responses could be influenced by reflection on cash flow restrictions in 

the past, resulting in service SBOs preferring to have cash available in the event of a 

future cash shortfall. 
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Figure 6.4. Is paying a PAYG Instalment a useful cash flow management tool? 

 

Source: Author’s depiction 

6.5.2 Is cash flow of SSSBs influenced by the timing of tax payments? 

SSSB participants in the survey were asked to confirm the regularity of their 

reporting and payment obligations for the business tax systems relevant to their business 

in order to address SQ1. Table 6.6 illustrates that the business tax system with the highest 

monthly reporting obligation is PAYG withholding. Quarterly reporting is most common 

for GST, PAYG withholding and SG, whereas yearly reporting appears to be customary 

for income tax and FBT. This would be expected for income tax as reporting is an annual 

compliance obligation. Those participants selecting monthly or quarterly for income tax 

are likely to be referring to the payment of a PAYG instalment that is reported on their 

BAS.  
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Table 6.6. Frequency of tax reporting of participant businesses 

Frequency of 

reporting 

tax obligations 

Not 

Applicable 

Monthly Quarterly Yearly Not Sure 

GST 22 

(19.0%) 

7 

(6.0%) 

79 

(68.1%) 

4 

(3.4%) 

4 

(3.4%) 

FBT 83 

(71.6%) 

0 

(0.0%) 

5 

(4.3%) 

20 

(17.2%) 

8 

(6.9%) 

Income Tax 14 

(12.1%) 

2 

(1.7%) 

18 

(15.5%) 

75 

(64.7%) 

7 

(6.0%) 

PAYGW 33 

(28.4%) 

23 

(19.8%) 

45 

(38.8%) 

5 

(4.3%) 

10 

(8.6%) 

SG 43 

(37.1%) 

10 

(8.6%) 

43 

(37.1%) 

6 

(5.2%) 

14 

(12.1%) 

To investigate the relationship between cash flow and taxation, questions posed to 

service SBOs explored their views about whether reporting their business tax obligations 

aids or hinders their ability to manage their cash flow. Service SBOs were asked to 

respond to the statement that ‘The number of tax liabilities that my business has to pay 

makes it difficult to manage cash flow.’ The results (see Figure 6.5) demonstrate that one-

quarter of the SSSB participants gave a neutral response. Examining the results relating 

to those who chose strongly agree/disagree and agree/disagree categories demonstrates 

that the majority of service SBOs believe that cash flow management is difficult as a 

result of business tax, with 45% suggesting that the number of tax liabilities they report 

for makes it difficult to manage their business cash flow. This implies that almost half of 

the SSSBs in Australia recognise cash difficulties as a result of the requirement to report 

and pay multiple business tax obligations.  
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Figure 6.5. Service SBO perception of the influence of multiple tax obligations on cash flow 

  

Source: Author’s depiction 

The cash flow constraints of small businesses in overseas countries have been 

attributed to the large number of payment deadlines associated with complying with 

multiple tax systems.676 The survey, therefore, explored whether dates of payment of 

business tax liabilities have a relationship with cash flow management of Australian 

SSSBs. Figure 6.6 displays the responses of service SBOs to the statement ‘The date that 

tax liabilities are due has a negative effect on my business cash flow.’ The data 

demonstrates that 32% of SSSB participants gave a neutral response. Just under one-third 

of participants agreed that payment dates of business tax liabilities had a negative impact 

on cash flow. In contrast, 37% of responses disagreed, suggesting that cash flow is not 

impeded by paying business tax liabilities across multiple compliance dates. The findings 

appear not to support previous research in Australia, which has suggested that cash 

shortfalls occur as a result of the number of tax liabilities that are due or that overlap 

within a short period of time.677  

 
676 OECD Taxation of SMEs (n 101) 90. 
677 Evans, Carlon and Massey (n 12) 289.  
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Figure 6.6. The date that tax liabilities are due has a negative effect on business cash flow. 

 

Source: Author’s depiction 

6.6 LITERACY SCORING OF SSSB PARTICIPANTS 

In order to address RQ2 and determine whether service SBO literacy has any 

bearing on the cash flow of SSSB, questions were posed to the participants to measure 

the service SBOs actual literacy. From the responses to these questions, four LSs were 

created an overall LS, a financial statement LS, a business tax LS and a CAS LS. A total 

of 43 literacy questions were included in the survey, which comprised twenty-six tax 

questions, seven questions related to the understanding of financial statements and ten 

questions concerning the use of a CAS system. An overall LS was created for each service 

SBO, based on the aggregated calculation of the financial statement LS, the business tax 

LS and the CAS LS. The actual literacy of each SSSB participant was categorised into 

bands of ‘poor’, ‘low’, ‘basic’, ‘medium’ and ‘high’, with the mean score determined for 

each category. 

The business tax LS had seven tax-related question banks with twenty-six sub-

questions in total. Service SBOs were asked four sub-questions related to each of the tax 

systems, SG, GST and FBT. For income tax, eleven sub-questions were posed; for PAYG 

withholding, a total of three sub-questions were presented. Therefore, a business tax LS 

and an LS relevant to each tax system could be ascertained for each service SBO 

participant. The mean LS for each tax system is displayed in Table 6.7; the business tax 

LS, in Table 6.8.  
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The results in Table 6.7 demonstrate that, regardless of the business tax system, 

service SBO literacy is below average, with the highest recorded mean LS, relevant to 

GST, at a rate of 49.25%. The mean LS for income tax follows, at a rate of 42.82%. This 

higher mean LS for GST and income tax may be due to these systems having higher 

compliance requirements than other business tax systems in Australia have.678 

Unexpectedly, participants achieved the third highest mean LS of 1.64 (41%) for FBT. 

This was an interesting outcome, considering that the current FBT obligation of the SSSB 

participants was 17.24%. This suggests that service SBOs may have a degree of FBT 

literacy regardless of whether they have a current FBT obligation. Literacy of SG closely 

followed that of FBT, with a mean LS percentage of 39.25%. The lowest mean LS 

recorded related to PAYG withholding, where service SBOs achieved an LS of 1 or 

33.3%.  

Table 6.7. Mean literacy score for tax systems  

Literacy score type Total score 

available 

Mean 

score 

Mean as % 

of total 

Total SG LS 4 1.57 39.25% 

Total GST LS 4 1.97 49.25% 

Total FBT LS 4 1.64 41% 

Total Income Tax LS 11 4.71 42.82% 

Total PAYG Withholding LS 3 1.00 33.3% 

A business tax LS was achieved by adding the correct answers to the business tax 

literacy questions to achieve a total score for each service SBO. As displayed in Table 

6.8, the mean business tax LS equates to 10.89 out of a possible 26. When calculated as 

a percentage, service SBOs have a mean business tax LS of 41.88%, which means that, 

on average, service SBOs get only 42% of tax questions correct. A mean business tax LS 

has not previously been determined in relation to service SBOs in Australia. Prior 

literature in Australia calculated a mean tax LS relevant to individuals at 52%, which is 

10% higher than the business tax LS achieved by the service SBOs.679 This research 

included 34 participants who identified as self-employed, contractors or small business 

operators.680 Separating the results for the SBOs revealed a mean tax LS higher than the 

total mean score calculated. SBOs achieved a tax LS of 18.56 or 60% for questions related 

 
678 Australian Taxation Office, ‘Taxation Statistics 2016-17’ (29 March 2019).  
679 Freudenberg et al. (n 7). 
680 Ibid 
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to complying as an individual taxpayer.681 This implies that sole traders may have a higher 

degree of literacy, relevant to their individual tax obligations, than they do for their 

business tax obligations.682 Although SBOs may have been identified as having a high 

level of literacy relevant to their individual tax obligations, their literacy of business tax 

systems is below average, compared to the current research.683 

An LS related to the understanding of financial statements comprised two question 

banks, with four sub-questions in the first bank and three in the second. These questions 

explored service SBOs’ understanding of the information contained in financial 

statements and the use of that information to determine liquidity, working capital, profit 

and cash availability. Seven questions were used to determine the LS for financial 

statements of each service SBO participant. Table 6.8 demonstrates that the mean LS for 

financial statements achieved by participants was 4.70 of a possible 7, equating to 

67.14%. This means overall that two-thirds of service SBOs answered their financial 

statement literacy questions correctly. It appears that their financial statement literacy is 

greater than their business tax literacy.  

To determine whether service SBOs make use of CAS to implement cash flow 

practices, participants were asked to confirm whether they engaged in certain activities 

that have previously been identified as favourable to business success.684 These questions, 

used to create the LS for CAS, include six questions relevant to creating reports in CAS 

and four questions related to carrying out cash inflow activities. A total of 10 responses, 

therefore, were included in determining participant CAS LS. A mean CAS LS for 

participant service SBOs was determined to be 55.2% or 5.52/10 (see Table 6.8). 

Accordingly, just over half of the service SBOs overall demonstrated CAS literacy, 

placing it above business tax literacy but below financial statement literacy. 

 
681 Ibid 40.  
682 Brackin (n 83). 
683 Ibid. 
684 ATO SB Engagement (n 166). 
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Table 6.8. Mean Score for business tax LS, financial statement LS and CAS LS 

Literacy score type Total score 

available 

Mean score of 

SBOs 

Mean as a % 

of total 

Business tax LS 26 10.89 41.88% 

Financial statement LS 7 4.70 67.14% 

 CAS LS 10 5.52 55.20% 

By combining the business tax LS, financial statement LS and CAS LS of each 

SSSB participant, an overall LS score was created. Of the 116 participants engaged in the 

survey, only a total of 104 LSs were calculated. This was due to 12 SSSB participants not 

integrating a CAS system in their business, which in turn meant that a CAS LS was not 

created for those participants. A category range was then developed, with a band scale of 

‘poor’ through to ‘high’, in order to group the scores of participants according to actual 

literacy. The categories of ‘poor’ to ‘high’ were adopted from categories previously 

created by Brackin685 to calculate a tax LS of Australian individuals. The scale of the 

bands is not a mirror of those used by Brackin,686 due to the difference in the number of 

questions used to create the LSs. Because the overall LS was based on 43 questions, it 

was not possible to create five equal groups. Therefore, four groups of nine were created 

for the top four bands and the remaining seven were used to represent the lowest category 

of ‘poor’. Brackin687 also had a smaller band scale for the ‘poor’ category. Table 6.9 

details the score range. 

Table 6.9. Category score range for overall LS 

Score Range Category 

0-7 Poor 

8-16 Low 

17-25 Basic 

26-34 Medium 

35-43 High 

The results of service SBO overall literacy, in terms of categorical bands, are 

displayed in Table 6.10. The mean overall LS for all correctly answered literacy questions 

completed by the participants equates to 21.54 (50%). This indicates that service SBOs 

correctly answered one in every two literacy questions. Analysis of the results according 

 
685 Brackin (n 83) 157. 
686 Ibid 157. 
687 Ibid. 
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to the literacy categories, demonstrates that the majority of service SBOs achieved a ‘low” 

overall LS. This means that those within the ‘low’ category recorded correct answers for 

between 8 and 16 of the 43 literacy questions only. This was closely followed by 

participants with a ‘basic’ overall LS, who represented 29.8% of all SSSB participants. 

Those service SBOs recording a score within the ‘poor’ category represented 4.8% of the 

sample population. This means that service SBOs within the ‘poor’ category correctly 

answered 16% or less of the literacy questions. Those service SBOs who achieved a 

‘medium’ or ‘high’ overall LS were represented by 24 (23.1%) and 12 (11.5%) 

participants respectively.  

Combining the results of participants within the ‘poor’, ‘low’ and ‘basic’ categories 

indicates that almost two-thirds of service SBOs have a literacy level of less than 60% in 

terms of understanding financial statement, CAS systems and business tax, whereas the 

results of the combined ‘medium’ and ‘high’ categories suggested that 35% of service 

SBOs have a literacy level of 60% or greater. The results regarding those service SBOs 

within the ‘high’ category, demonstrate that only 11.5% of service SBOs in Australian 

SSSBs have a level of literacy greater than 80%.  

Table 6.10. Mean SBO overall LS by category 

Overall LS by Category N % 

Poor 5 4.8% 

Low 32 30.8% 

Basic 31 29.8% 

Medium 24 23.1% 

High 12 11.5% 

Mean score and percentage 21.54 50.1% 

6.6.1 The relationship between service SBO business tax LS, financial statement 

LS and CAS LS.  

Responses collected from experts during the Stage 2 interviews suggested that for 

successful management of cash flow, SBO business tax literacy is supported by CAS 

literacy and by financial statement literacy. In order to determine whether a relationship 

exists between the areas of literacy in the research, linear regression analysis was 

conducted at a significance level of .05. Testing was carried out with business tax LS as 

the dependent variable and CAS LS and financial statement LS as the independent 

variables to address H9 (see Table 3.3). The test was then repeated twice, replacing the 

dependent variable with CAS LS and then by financial statement LS, with the other two 
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alternative scores becoming the independent variables. The test was carried out using the 

other two LSs as the dependent variables to determine whether there was a change in the 

relationship between the scores. Table 6.11 illustrates the results of the three tests.688 The 

outcome of the testing demonstrates that, regardless of which LS is the dependent 

variable, a significant relationship exists in all circumstances, with a highly significant 

result equal to or less than .001. This would suggest that there appears to be a relationship 

among all three LS.  

Table 6.11. Determining the relationship between business tax LS, financial statement LS and CAS 

LS of service SBOs 

Is there a relationship 

between the three LS 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

CAS LS (DV) 104.644 2 52.322 7.849 .001b 

Business tax LS (DV 1716.950 2 858.475 26.676 .000b 

Financial statement LS (DV) 100.882 2 50.441 20.577 .000b 

* DV = dependent variable  

Further analysis was undertaken to ascertain whether a relationship between two 

LSs was stronger than that of an alternative two LSs. Two tests were carried out where 

business tax LS was the independent variable and CAS LS (H10) and financial statement 

LS (H11) were the dependent variables respectively. The results in Table 6.12 

demonstrate that a significant relationship exists between business tax LS and financial 

statement LS, and business tax LS and CAS LS, with a significant outcome of p < .001 

for both tests. This provides evidence that the level of service SBOs’ business tax literacy 

is related to their level of financial statement literacy and CAS literacy.  

Table 6.12. The relationship between literacy scores when business tax LS is the IV  

Business tax LS (IV) Sum of 

Squares 

df Mean 

Square 

F Sig. 

Financial statement LS (DV) 118.730 1 118.730 48.047 .000b 

CAS LS (DV) 102.464 1 102.464 15.472 .000b 

* DV = dependent variable, IV = independent variable 

When tests were carried out with CAS LS as the independent variable, the test 

results suggest that it has a significant relationship with business tax LS (H10) and 

financial statement LS (H12). It should be noted however, that the strength of the 

relationship between CAS LS and financial statement LS is not as strong as that of CAS 

LS and business tax literacy LS (see Table 6.13). The significance level for business tax 

 
688 Note: It should be acknowledged that the results reported are for two-tail testing as the first hypothesis 

being tested is ‘Service SBO business taxation literacy is influenced by SBO CAS literacy and financial 

statement literacy.’  
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LS of p < .001 was computed, compared to p = .014 for financial statement LS. This 

suggests that the CAS literacy of service SBOs provides more support to their business 

tax literacy than to their financial statement literacy. 

Table 6.13. The relationship between literacy scores when CAS LS is the IV  

CAS LS (IV) Sum of 

Squares 

df Mean 

Square 

F Sig. 

Business tax LS (DV) 654.239 1 654.239 15.472 .000b 

Financial statement LS (DV) 19.936 1 19.936 6.190 .014b 

* DV = dependent variable, IV = independent variable 

The same test outcomes were found when the financial statement LS was the 

independent variable (see Table 6.14). Although the sum of squares and mean squares 

results are different, the significance results remain the same as for the previous test of 

financial statement LS and business tax LS (H11), with a result of p < .001, and with 

financial statement LS and CAS LS (H12) significance was calculated at p = .014. This 

suggests that the business tax literacy of service SBOs is reliant on their CAS literacy and 

their financial statement literacy, to a high degree. To a lesser extent, service SBO CAS 

literacy and financial statement literacy are also dependent on each other. 

Table 6.14. The relationship between literacy scores when financial statement LS is the IV 

Financial statement LS (IV) Sum of 

Squares 

df Mean 

Square 

F Sig. 

Business tax LS (DV) 1704.137 1 1704.137 48.07 .000b 

CAS LS (DV) 44.509 1 44.509 6.190 .014b 

* DV = dependent variable, IV = independent variable  

In summary, the literacy of service SBOs in terms of business tax is below average. 

Service SBOs appear to have the highest recorded literacy for GST, followed by that for 

income tax, FBT and SG, and their PAYG withholding literacy is the lowest. This might 

be a result of PAYG withholding predominantly being calculated by software, as opposed 

to manual calculation, or because the service SBO may delegate the role of paying 

employees to a staff member or an external contractor. In terms of business tax LS, the 

mean score percentage was as low as 41.88%, which was 10% lower than the previously 

calculated SBO tax literacy relevant to complying as an individual taxpayer of 60%.689 In 

comparison, service SBOs’ mean financial statement LS equated to 67.14% and that of 

CAS LS was equal to 55.2%. The mean overall LS was calculated at 50% or 21.54 out of 

a possible 43, when considering all literacy questions. For the overall LS of service SBOs, 

 
689 Freudenberg et al. (n 7).  
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more than two-thirds of participants were found to have an overall LS of less than 60%, 

with 37 participants achieving a ‘poor’ or ‘low’ score and 31 participants being 

categorised as having ‘basic’ overall literacy.  

The expert feedback (Stage 2) proposed that SBO business tax literacy is supported 

by their level of financial statement and CAS literacy. Examination of the literacy data in 

the survey suggests that by combining the literacy levels of business tax, financial 

statement and CAS, service SBOs achieved a higher mean overall LS than that realised 

for business tax literacy alone. Statistical analysis also suggests that there is a strong 

association between the service SBOs’ level of business tax literacy and their financial 

statement literacy and their CAS literacy. 

6.6.2 Literacy of service SBOs when compared to demographics 

An overview of the overall LS, compared to the SSSB participant demographic 

information, is displayed in Table 6.15, which illustrates the mean LS for each 

demographic category, along with the number (and percentage) of the SSSB participants 

who are classified within the literacy categories of poor, low, basic, medium and high for 

each demographic group. Discussion and data analysis for each demographic group 

follows, along with comparative analysis to prior research where possible.  



  

Chapter 6: Demographics and literacy of small service sector businesses 207 

Table 6.15 Summary of SBO Overall Literacy Score compared with demographic information 

Demographic Category Mean Poor Low Basic Medium High 

Score 
N = 116 

(%) 
N = 116 

(%) 
N = 116 

(%) 
N = 116 

(%) 
N = 116 

(%) 

Migrant status I was born in Australia 21.54 
3 

(4.5%) 

22 

(32.8%) 

19 

(28.4%) 

15 

(22.4%) 

8 

(11.9%) 

< 5 years 19.00 
0 

(0.0%) 

0 

(0.0%) 

1 

(100.0%0 

0 

(0.0%) 

0 

(0.0%) 

5 years < 10 years 20.17 
0 

(0.0%) 

2 

(33.3%) 

2 

(33.3%) 

2 

(33.3%) 

0 

(0.0%) 

10 years < 15 years 26.50 
0 

(0.0%) 

1 

(12.5%) 

2 

(25.0%) 

2 

(25.0%) 

3 

(37.5%) 

15 years < 20 years 16.29 
1 

(14.3%) 

4 

(57.1%) 

1 

(14.3%) 

1 

(14.3%) 

0 

(0.0%) 

More than 20 years 22.07 
1 

(6.7%) 

3 

(20.0%) 

6 

(40.0%) 

4 

(26.7%) 

1 

(6.7%) 

Education Left school before 

completion of year 10 

23.00 
0 

(0.0%) 

0 

(0.0%) 

1 

(100.0%) 

0 

(0.0%) 

0 

(0.0%) 

Year 10 18.00 
0 

(0.0%) 
0 

(0.0%) 
1 

(100.0%) 
0 

(0.0%) 
0 

(0.0%) 

Year 12 17.50 
0 

(0.0%) 

5 

(62.5%) 

2 

(25.0%) 

1 

(12.5%) 

0 

(0.0%) 

TAFE qualification 21.95 
1 

(5.0%) 
4 

(20.0%) 
9 

(45.0%) 
4 

(20.0%) 
2 

(10.0%) 

Undergraduate degree 20.20 
3 

(10.0%) 

11 

(36.7%) 

6 

(20.0%) 

8 

(26.7%) 

2 

(6.7%) 

Post-graduate degree 23.05 
1 

(2.3%) 
12 

(27.3%) 
12 

(27.3%) 
11 

(25.0%) 
8 

(18.2%) 

Business 

Structure 

Sole Trader 16.66 
3 

(9.4%) 

14 

(43.8%) 

11 

(34.4%) 

3 

(9.4%) 

1 

(3.1%) 

Partnership 16.80 
0 

(0.0%) 
3 

(60.0%) 
2 

(40.0%) 
0 

(0.0%) 
0 

(0.0%) 

Company 24.83 
1 

(2.4%) 

9 

(21.4%) 

10 

(23.8%) 

15 

(35.7%) 

7 

(16.7%) 

Trust 21.13 
1 

(12.5%) 
2 

(25.0%) 
2 

(25.0%) 
2 

(25.0%) 
1 

(12.5%) 

Combination Company/Trust 24.81 
0 

(0.0%) 

3 

(18.8%) 

6 

(37.5%) 

4 

(25.0%) 

3 

(18.8%) 

I'm unsure of the business 

structure 

14.00 
0 

(0.0%) 
1 

(100.0%) 
0 

(0.0%) 
0 

(0.0%) 
0 

(0.0%) 

Business Age < 2 years 18.90 
2 

(10.0%) 

7 

(35.0%) 

5 

(25.0%) 

5 

(25.0%) 

1 

(5.0%) 

2 years < 5 years 20.17 
0 

(0.0%) 

7 

(38.9%) 

7 

(38.9%) 

2 

(11.1%) 

2 

(11.1%) 

5 years < 10 years 18.68 
2 

(8.0%) 

9 

(36.0%) 

10 

(40.0%) 

2 

(8.0%) 

2 

(8.0%) 

10 years < 25.17 
1 

(2.4%) 

9 

(22.0%) 

9 

(22.0%) 

15 

(36.6%) 

7 

(17.1%) 

Number of 

Employees 

(excluding 

owner) 

Zero 16.59 
4 

(10.3%) 

17 

(43.6%) 

13 

(33.3%) 

4 

(10.3%) 

1 

(2.6%) 

1 to 5 23.19 
1 

(2.1%) 

13 

(27.7%) 

14 

(29.8%) 

13 

(27.7%) 

6 

(12.8%) 

6 to 10 27.78 
0 

(0.0%) 

1 

(11.1%) 

3 

(33.3%) 

2 

(22.2%) 

3 

(33.3%) 

11 to 20 28.11 
0 

(0.0%) 

1 

(11.1%) 

1 

(11.1%) 

5 

(55.6%) 

2 

(22.2%) 

Past Business 

Experience Yes 16.48 
1 

(1.9%) 

8 

(14.8%) 

19 

(35.2%) 

20 

(37.0%) 

6 

(11.1%) 

 No 18.38 
4 

(8.0%) 

24 

(48.0%) 

12 

(24.0%) 

4 

(8.0%) 

6 

(12.0%) 
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Service SBO migrant status and overall LS 

In the demographic questions of the survey, where the participating service SBOs 

were asked about Australian residency by birth, 41 (35%) of the participants were found 

to be migrant SBOs. When residency was compared to overall LS to satisfy H2, the results 

in Table 6.15 demonstrate that service SBO migrants who have lived in Australia for 

more than 10 but less than 15 years achieved the highest mean overall LS of 26.5 (62%). 

This was followed by those residing in Australia for more than 20 years (22.07 overall 

LS). For Australian-born service SBOs (65% of the SSSB participants completing the 

survey), their mean overall LS was 21.57. These results suggest that, despite the 

challenges that migrant service SBOs face when operating businesses in Australia, it is 

possible to achieve a higher level of literacy than those who are non-migrants. For migrant 

service SBOs who have resided in Australia for less than 5 years, and could be assumed 

to have more challenges than those who have resided in Australia for longer periods, it is 

difficult to ascertain their literacy levels due to the low number of survey participants 

satisfying this demographic. It is possible that recent migrants did not participate in the 

survey due to language barriers. Future research could attempt to target recent migrant 

service SBOs (using data collection instruments in their own language) to attempt to 

ascertain their business literacy scores.  

Service SBO education and overall LS 

Education demographics of participating service SBOs were dispersed between 6 

groups. In order to address H1 the level of education of service SBOs was compared to 

the overall LS. As displayed in Table 6.15, in education categories of ‘left school before 

completion of year 10’ and ‘completed year 10’, only one SSSB participant of the survey 

identified within each group. These results are therefore unlikely to provide a valid 

representation of other service SBOs with the same level of education. Analysis of the 

mean overall LS for the remaining education groups suggests that overall LS is higher 

where service SBOs completed a university post-graduate degree, who obtained a mean 

overall LS of 23.05 (54%). This was closely followed by those service SBOs who had 

achieved a TAFE qualification, with a mean overall LS of 21.95 (51%). Of concern was 

the mean overall LS of those with an undergraduate degree of 20.20 (47%), as this 

suggests that participants correctly answered the questions 47% of the time. The results 

of the survey are slightly skewed as there were more participants with post-graduate 

education than with other levels of education.  It is therefore likely that the mean overall 
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LS of education could have a different outcome if representative samples for all levels of 

education were equal. 

Business structure of SSSB participants and overall LS 

Analysis of the overall LS, in terms of the business structure to address H3, 

indicates that service SBOs who adopt a more complex business structure have a higher 

level of literacy than those with simpler business structures (see Table 6.15). The overall 

LS for service SBOs who are operating with a company or a company/trust structure 

achieved a mean literacy percentage of 58%. In comparison, those service SBOs 

operating less complicated structures, such as sole traders or partnerships, achieved an 

overall LS mean of 16.66 (39%) and 16.8 (39%) respectively. Taking into consideration 

that sole traders make up more than one-fifth of all private sector businesses in Australia, 

it is concerning that their overall LS is at a ‘low’ classification.690 This could be self-

selecting in a sense. Those people who are more ‘business savvy or sophisticated’ are 

attracted to more sophisticated business structures.  

Business age of SSSB participants and overall LS 

Analysis in more depth shows that SSSBs operating for more than 10 years have a 

high percentage of service SBOs who achieve an overall LS within the ‘medium’ or ‘high’ 

category. For those SSSBs operating for less than 10 years, the overall LS of service 

SBOs was predominantly categorised as ‘basic’ or lower (see Table 6.15). Further 

analysis of the data relating to those SSSBs in operation for fewer than 10 years suggests 

that service SBOs were not able to achieve a mean overall LS of greater than 50%. This 

would suggest that those businesses in existence for over 10 years are associated with 

higher literacy scores and that age of the business does have an influence on SBO literacy 

(H4).  

SSSBs by number of employees and overall LS 

Examination of the data according to the number of employees of the SSSBs shows 

that for those employing ‘6 to 10’ and ’11 to 20’ employees, the mean overall LS was 

28.11 and 27.78 respectively, placing these groups in the ‘medium’ literacy category (see 

Table 6.15). For those employing ‘1 to 5’ employees, the mean overall LS score of 23.19 

places the group in the ‘basic’ literacy category. For non-employing businesses, a mean 

overall LS of 16.59 or 39% indicates that service SBOs who are not employing staff have 

 
690 ABS 8155.0 (n 13). 
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a ‘low’ level of literacy. This would suggest that the more employees engaged by a 

business, the greater level of literacy is required, which results from the additional 

obligation of employing people. This outcome satisfies H5 and is consistent with prior 

research by Freudenberg et al.691 

Service SBO past business experience and overall LS 

Comparison of the literacy of service SBOs who have past business experience to 

that of those who do not, (see Table 6.15) suggests that business experience does not 

improve the possibility of having a higher level of literacy (H6). The mean overall LS 

indicates that those service SBOs with no prior experience have an overall LS of 5% 

greater than those who have had business experience. This could suggest that service 

SBOs do not see value in improving literacy and/or knowledge over time, which could 

support prior research suggesting that SBOs do not attempt to advance their literacy if 

they believe it is at a reasonable level.692  

ANZSIC categories for SSSB participants and overall LS 

The arrangement of service SBOs’ overall LS according to ANZSIC classification 

shows that, apart from classification M, most of their overall LSs were ‘basic’ or lower 

(see Table 6.16). Classifications F, L, N and R had all participants with a score of ‘basic’ 

or less; those classified in ‘G’, ‘H’, ‘J’ and ‘R’ resulted in three-quarters or more 

achieving an overall LS of ‘basic’ or lower. For classification groups E and Q, those 

within the ‘poor’, ‘low’ and ‘basic’ categories represented 71% of participants while two-

thirds of those within the ‘P’ classification had ‘basic’ overall LS or lower. In contrast, 

more than half of those service SBOs classified under ‘M’ (Professional, Scientific and 

Technical Services) achieved an overall LS of ‘medium’ or ‘high’ although the remaining 

44% of ‘M’ businesses had overall LS within the categories of ‘Poor’, ‘Low’ and ‘Basic’, 

with the majority of participants within the ‘Low’ group. This suggests that service SBOs 

conducting professional, scientific and technical business activities have a higher level of 

overall literacy than those engaged in other service activities (H7). However, it should be 

acknowledged that classification ‘M’ was overrepresented in the sample, compared to the 

other the classifications, which could skew the results in favour of the ‘M’ classification 

group. 

 
691 Freudenberg et al. (n 7) 46.  
692 McKerchar (n 64).  
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Table 6.16 SBO Overall Literacy Score categories according to ANZSIC classification 

ANZSIC Classification 
Overall LS according to ANZSIC category 

Poor Low Basic Medium High 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

A Agriculture, Forestry and 

Fishing 

0 
(0.0%) 

0 
(0.0%) 

1 
(100.0%) 

0 
(0.0%) 

0 
(0.0%) 

B Mining 
0 

(0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

C Manufacturing 
0 

(0.0%) 
0 

(0.0%) 
0 

(0.0%) 
0 

(0.0%) 
0 

(0.0%) 

D Electricity, Gas, Water and 

Waste Services 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

E Construction 
0 

(0.0%) 

1 

(14.3%) 

4 

(57.1%) 

1 

(14.3%) 

1 

(14.3%) 

F Wholesale Trade 
0 

(0.0%) 
0 

(0.0%) 
0 

(0.0%) 
2 

(66.7%) 
1 

(33.3%) 

G Retail Trade 
1 

(12.5%) 

3 

(37.5%) 

3 

(37.5%) 

1 

(12.5%) 

0 

(0.0%) 

H Accommodation and Food 

Services 

0 
(0.0%) 

2 
(25.0%) 

4 
(50.0%) 

1 
(12.5%) 

1 
(12.5%) 

I Transport, Postal and 

Warehousing 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

J Information Media and 

Telecommunications 

1 

(12.5%) 

3 

(37.5%) 

3 

(37.5%) 

0 

(0.0%) 

1 

(12.5%) 

K Financial and Insurance 

Services 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

L Rental, Hiring and Real Estate 

Services 

0 

(0.0%) 

1 

(100.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

M Professional, Scientific and 

Technical Services 

1 
(2.4%) 

11 
(26.8%) 

6 
(14.6%) 

17 
(41.5%) 

6 
(14.6%) 

N Administrative and Support 

Services 

0 
(0.0%) 

2 
(50.0%) 

2 
(50.0%) 

0 
(0.0%) 

0 
(0.0%) 

O Public Administration and 

Safety 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

P Education and Training 
1 

(16.7%) 

1 

(16.7%) 

2 

(33.3%) 

1 

(16.7%) 

1 

(16.7%) 

Q Health Care and Social 

Assistance 

0 
(0.0%) 

5 
(71.4%) 

1 
(14.3%) 

1 
(14.3%) 

0 
(0.0%) 

R Arts and Recreation Services 
1 

(20.0%) 
2 

(40.0%) 
1 

(20.0%) 
0 

(0.0%) 
1 

(20.0%) 

S Other Services 
0 

(0.0%) 

1 

(20.0%) 

4 

(80.0%) 

0 

(0.0%) 

0 

(0.0%) 

 

6.6.3 Business tax LS compared to SSSB participant demographics 

As previously discussed, a business tax LS was calculated by combining the results 

of 26 business tax literacy questions asked of the service SBOs. Due to the number of 

business tax literacy questions in the survey, it was possible to arrange the business tax 
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LSs of service SBOs into categories similar to those already discussed for overall LS. The 

low number of questions included in creating the scores for CAS and financial statement 

literacy made it impractical to create a category range for these LSs. For the business tax 

LS category range, the band scale used for categorising overall LS of ‘poor’ through to 

‘high’ was replicated according to the 26 business tax questions.  

With five not being a multiple of 26, the scale of the business tax literacy could not 

be sorted into five equal bands. The lower bands of ‘poor’, ‘low’, ‘basic’, and ‘medium’ 

therefore consisted of five questions, with the remaining six assigned to define the ‘high’ 

category (see Table 6.17). 

Table 6.17 Business tax literacy score categories  

Business tax LS range Category 

0-5 Poor 

6-10 Low 

11-15 Basic 

16-20 Medium 

21-26 High 

The results of service SBO business tax LS, in terms of categorical bands, are 

displayed in Table 6.18. Analysis of the results according to the literacy categories 

demonstrates that the highest proportion of service SBOs achieved a ‘poor’ business tax 

LS. This means that those within this category recorded correct answers of between 1 and 

5 for the 26 business tax literacy questions. This was closely followed by participants 

with a ‘low’ business tax LS, who represented 25% of all SSSB participants. Table 6.18 

demonstrates that more than half of the service SBOs have ‘poor’ or ‘low’ ratings. The 

remaining 46.6% (54 participants) achieved business tax LSs in the categories of ‘basic’ 

(21:18.1%), ‘medium’ (18: 15.5%) or ‘high’ (15: 12.9%). That is, the results of those 

service SBOs within the ‘high’ category, demonstrate that only 12.9% of service SBOs 

in Australian SSSBs have a level of business tax literacy greater than 77%.  
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Table 6.18. Service SBO business tax literacy categories 

Business tax LS by 

Category 
N % 

Poor 33 28.4% 

Low 29 25.0% 

Basic 21 18.1% 

Medium 18 15.5% 

High 15 12.9% 

A comparison of SSSB participant demographics and business tax LS (displayed in 

Table 6.19) shows the mean business tax LS for each demographic category, along with 

the number (and percentage) of the SSSB participants who are classified in the groups of 

poor, low, basic, medium and high for each demographic. Discussion and data analysis 

of each demographic group follow. 
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Table 6.19. SSSB participant demographics compared to business tax literacy 

Demographic Category Mean 

Score 

Poor Low Basic Medium High 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

Migrant 

status 

I was born in Australia 11.16 21 

(28.0%) 

17 

(22.7%) 

15 

(20.0%) 

10 

(13.3%) 

12 

(16.0%) 

< 5 years 7.00 0 
(0.0%) 

1 
(100.0%) 

0 
(0.0%) 

0 
(0.0%) 

0 
(0.0%) 

5 years < 10 years 9.14 3 

(42.9%) 

2 

(28.6%) 

0 

(0.0%) 

2 

(28.6%) 

0 

(0.0%) 

10 years < 15 years 12.88 2 
(25.0%) 

1 
(12.5%) 

1 
(12.5%) 

3 
(37.5%) 

1 
(12.5%) 

15 years < 20 years 8.13 3 

(37.5%) 

3 

(37.5%) 

1 

(12.5%) 

0 

(0.0%) 

1 

(12.5%) 

More than 20 years 11.00 4 
(23.5%) 

5 
(29.4%) 

4 
(23.5%) 

3 
(17.6%) 

1 
(5.9%) 

Education Left school before completion of 

year 10 

13.00 0 

(0.0%) 

0 

(0.0%) 

1 

(100.0%) 

0 

(0.0%) 

0 

(0.0%) 

Year 10 4.00 1 

(100.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

Year 12 6.63 4 

(50.0%) 

2 

(25.0%) 

2 

(25.0%) 

0 

(0.0%) 

0 

(0.0%) 

TAFE qualification 10.35 7 
(30.4%) 

4 
(17.4%) 

8 
(34.8%) 

3 
(13.0%) 

1 
(4.3%) 

Undergraduate degree 10.53 10 

(27.8%) 

13 

(36.1%) 

1 

(2.8%) 

6 

(16.7%) 

6 

(16.7%) 

Post-graduate degree 12.26 11 
(23.4%) 

10 
(21.3%) 

9 
(19.1%) 

9 
(19.1%) 

8 
(17.0%) 

Business 

Structure 

Sole Trader 7.05 22 

(55.0%) 

8 

(20.0%) 

6 

(15.0%) 

3 

(7.5%) 

1 

(2.5%) 

Partnership 10.50 1 
(16.7%) 

4 
(66.7%) 

0 
(0.0%) 

0 
(0.0%) 

1 
(16.7%) 

Company 12.91 8 

(18.2%) 

10 

(22.7%) 

7 

(15.9%) 

12 

(27.3%) 

7 

(15.9%) 

Trust 12.56 1 
(11.1%) 

3 
(33.3%) 

2 
(22.2%) 

1 
(11.1%) 

2 
(22.2%) 

Combination Company/Trust 14.31 1 

(6.3%) 

3 

(18.8%) 

6 

(37.5%) 

2 

(12.5%) 

4 

(25.0%) 

I'm unsure of the business 
structure 

8.00 0 
(0.0%) 

1 
(100.0%) 

0 
(0.0%) 

0 
(0.0%) 

0 
(0.0%) 

Business Age < 2 years 8.77 11 

(50.0%) 

2 

(9.1%) 

4 

(18.2%) 

4 

(18.2%) 

1 

(4.5%) 

2 years < 5 years 10.16 6 
(31.6%) 

5 
(26.3%) 

5 
(26.3%) 

1 
(5.3%) 

2 
(10.5%) 

5 years < 10 years 9.25 11 

(39.3%) 

9 

(32.1%) 

3 

(10.7%) 

1 

(3.6%) 

4 

(14.3%) 

10 years < 13.15 5 
(10.6%) 

13 
(27.7%) 

9 
(19.1%) 

12 
(25.5%) 

8 
(17.0%) 

Number of 

Employees 

(excluding 

owner) 

Zero 7.41 20 

(43.5%) 

13 

(28.3%) 

9 

(19.6%) 

2 

(4.3%) 

2 

(4.3%) 

1 to 5 12.16 13 
(25.5%) 

12 
(23.5%) 

8 
(15.7%) 

10 
(19.6%) 

8 
(15.7%) 

6 to 10 16.00 0 

(0.0%) 

2 

(20.0%) 

2 

(20.0%) 

4 

(40.0%) 

2 

(20.0%) 

11 to 20 15.78 0 
(0.0%) 

2 
(22.2%) 

2 
(22.2%) 

2 
(22.2%) 

3 
(33.3%) 

Past Business 

Experience 

Yes 12.35 12 

(19.4%) 

14 

(22.6%) 

13 

(21.0%) 

15 

(24.2%) 

8 

(12.9%) 

No 9.20 21 

(38.9%) 

15 

(27.8%) 

8 

(14.8%) 

3 

(5.6%) 

7 

(13.0%) 

 

Service SBO migrant statement and business tax LS 

The results of the service SBO participants’ (see Table 6.19) demonstrate that 

service SBO migrants who have lived in Australia for more than 10 but fewer than 15 

years achieved the highest mean business tax LS of 12.88 (49.5%). Next came those who 
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were born in Australia, with a mean business tax LS of 11.16. Those who had resided in 

Australia for more than 20 years achieved a mean business tax LS of 11 or 42.3%. For 

the mean business tax LS of service SBOs living in Australia for 5 to 10 years, 15 to 20 

years and less than 5 years, the score was 9.14, 8.13 and 7 respectively. It should be 

acknowledged that Australian-born service SBOs were overrepresented in the research 

sample, compared to other groups, while migrants residing in Australia for less than 5 

years under-represented, with only one participant. This could suggest that the results 

could be different if all categories were equally represented. Comparing the results to the 

mean business tax LS previously calculated in Table 6.8 shows that three service SBO 

categories - born in Australia, living in Australia for 10 to 15 years and for more than 20 

years – all have higher mean business tax LS than the mean business tax LS calculated 

for all SSSB participants.  

Service SBO education and business tax LS    

The education categories of leaving school at the completion of year 10 and before 

the completion of year 10 are excluded from this analysis as they are represented by only 

one service SBO (see Table 6.19). For those service SBOs with a post graduate degree, 

the mean business tax LS of 12.26 was the highest achieved of the education groups. 

Service SBOs completing an undergraduate degree realised a mean business tax LS of 

10.53; this was closely followed by a mean business tax LS of 10.35 for the group with a 

TAFE qualification. These results suggest that service SBOs with a tertiary education 

have, on average, a level of business tax literacy that is ‘basic’ or higher. In contrast, those 

service SBOs who completed year 12 achieved a mean business tax literacy of 6.63 or 

25%. This suggests that service SBOs who completed year 12 answered one in every four 

tax literacy questions correctly. 

Business structure of SSSB participants and business tax LS 

Comparing business tax LS to business structure shows that the highest mean 

business tax literacy score was achieved by those service SBOs utilising a company/trust 

structure in their SSSB, who achieved a mean score of 14.31 or 55% (see Table 6.19). 

Mean business tax LSs of 12.96 and 12.56 were achieved by service SBOs operating 

companies and trusts respectively. Those service SBOs operating a partnership were 

found to have a ‘low’ mean business tax LS of 10.50 (40%). This suggests that service 

SBOs operating business structures of partnerships, companies, trusts or a combination 

of both on average have, ‘basic’ business tax literacy. In comparison, sole traders 
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recorded a mean business tax LS of 7.05, which is within the ‘low’ category. More than 

half of the service SBOs operating as sole traders were found to have ‘poor’ business tax 

literacy. The lower mean business tax LS for sole traders could be due to a smaller number 

of tax obligations, compared to those operating more complex structures such as 

companies and trusts. This could be especially relevant to non-employing SSSBs. It may 

also be due to the differences in the reporting frequency of some taxes for smaller 

businesses like sole traders, when compared to other structures.  

Business age of SSSB participants and business tax LS 

Separating the business tax LS of the SSSB participants into the business age 

demographic shows (see Table 6.19) that businesses operating between 2 and 5 years and 

more than 10 years on average have ‘basic’ business tax literacy. Service SBOs whose 

businesses have been operating for less than two years or from 5 to 10 years have their 

mean business tax literacy categorised as ‘low’. This could be explained by a high portion 

of the service SBOs achieving a business tax LS of ‘poor’ in these two age categories, 

particularly with SSSBs operating for less than two years, with 50% achieving a ‘poor’ 

business tax LS. For SSSBs operating for more than 10 years, the outcome of achieving 

a business tax LS of 13.15 could be a result of service SBOs retaining and building upon 

information over time. It should however be acknowledged that despite this category 

achieving the highest mean business tax LS, the service SBOs in this category recorded 

a correct answer only 50% of the time. 

SSSBs by number of employees and business tax LS  

Business tax LS, grouped according to the number of employees of the participating 

SSSBs, demonstrates that those businesses employing six or more employees have 

‘medium’ tax literacy (see Table 6.19), whereas businesses with 1 to 5 employees 

achieved ‘basic’ and non-employing achieved a ‘low’ mean business tax LS. As 

previously discussed, 55% of the SSSB participants with six or more employees were 

earning more than $2,000,000 in annual income, with the remaining 45% earning between 

$200,000 and $2,000,000. This could suggest that service SBOs have higher business tax 

literacy due not only to their obligation to comply with a variety of tax systems, but also 

to the necessity for implement tax planning strategies in order to support business cash 

flow. In contrast, those SSSB participants who are non-employing could have the lowest 

business tax literacy, as their tax compliance obligations primarily relate to their 

individual tax assessment.  
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Service SBO past business experience and business tax LS 

 The data suggests, when comparing the business tax LS of service SBOs with 

previous business experience (see Table 6.19), that service SBOs with no prior experience 

have lower business tax literacy. Service SBOs with no business experience achieved a 

mean business tax LS of 9.2, which is within the ‘low’ category. In contrast, those with 

business experience on average have a business tax LS of 12.35 or 47.5%. Opposing 

results were computed when the analysis of business experience and overall LS were 

compared. Service SBOs without previous business experience were found to have higher 

overall LS than those with business experience. This could suggest that service SBOs 

without prior business experience improved their overall LS through their level of literacy 

of financial statements and/or CAS, compared to those who had already been in business. 

The results for business tax LS also suggest that literacy is increased for service SBOs as 

a result of operating a business, compared to an individual taxpayer without a business 

interest.  

ANZSIC categories of SSSB participants and business tax LS 

The business tax LS categories were also sorted according to the SSSB participants 

ANZSIC classification (see Table 6.20). For those SSSB participants categorised in 

accommodation and food services (H), information media and telecommunications (J), 

administrative support (N), arts and recreational services (R) and health care and social 

assistance (Q), the service SBOs primarily achieved a business tax LS of ‘low’ or ‘poor’. 

SSSB participants within ANZSIC categories of education and training (P), professional, 

scientific and technical services (M) and construction (E), had business tax LSs spread 

across all literacy categories, with category M having the highest number of SSSB 

participants with medium and high business tax literacy. This could be due to the high 

number of professionals in this category, including those who will likely be qualified to 

give accounting or tax advice. For retail services (G) and other services (S), most service 

SBOs achieved a ‘basic’ business tax LS or lower and, for wholesale trade (F), all service 

SBOs had ‘basic’ or ‘medium’ business tax LS. It should be acknowledged that, other 

than category M, all ANZSIC categories were represented by fewer than 9 participating 

SSSBs. This could suggest that a different outcome would be achieved if there was equal 

representation of all ANZSIC categories in the research. 



  

Chapter 6: Demographics and literacy of small service sector businesses 218 

Table 6.20 ANZSIC classification compared to business tax LS  

ANZSIC Classification Business tax LS to ANZSIC category 

Poor Low Basic Medium High 

N = 116 
(%) 

N = 116 
(%) 

N = 116 
(%) 

N = 116 
(%)  

N = 116 
(%) 

A Agriculture, Forestry and 

Fishing 

0 

(0.0%) 

1 

(50.0%) 

0 

(0.0%) 

0 

(0.0%) 

1 

(50.0%) 

B Mining 0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

C Manufacturing 0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

D Electricity, Gas, Water and 

Waste Services 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

E Construction 2 

(28.6%) 

1 

(14.3%) 

2 

(28.6%) 

1 

(14.3%) 

1 

(14.3%) 

F Wholesale Trade 0 

(0.0%) 

0 

(0.0%) 

1 

(33.3%) 

2 

(66.7%) 

0 

(0.0%) 

G Retail Trade 4 

(50.0%) 

0 

(0.0%) 

4 

(50.0%) 

0 

(0.0%) 

0 

(0.0%) 

H Accommodation and Food 

Services 

2 

(25.0%) 

3 

(37.5%) 

1 

(12.5%) 

1 

(12.5%) 

1 

(12.5%) 

I Transport, Postal and 

Warehousing 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

J Information Media and 

Telecommunications 

5 

(50.0%) 

4 

(40.0%) 

0 

(0.0%) 

1 

(10.0%) 

0 

(0.0%) 

K Financial and Insurance 

Services 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

L Rental, Hiring and Real Estate 

Services 

1 

(100.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

M Professional, Scientific and 

Technical Services 

8 

(17.4%) 

9 

(19.6%) 

7 

(15.2%) 

12 

(26.1%) 

10 

(21.7%) 

N Administrative and Support 

Services 

1 

(25.0%) 

3 

(75.0%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

O Public Administration and 
Safety 

0 
(0.0%) 

0 
(0.0%) 

0 
(0.0%) 

0 
(0.0%) 

0 
(0.0%) 

P Education and Training 2 

(33.3%) 

1 

(16.7%) 

1 

(16.7%) 

1 

(16.7%) 

1 

(16.7%) 

Q Health Care and Social 

Assistance 

4 

(50.0%) 

3 

(37.5%) 

1 

(12.5%) 

0 

(0.0%) 

0 

(0.0%) 

R Arts and Recreation Services 3 

(50.0%) 

2 

(33.3%) 

0 

(0.0%) 

0 

(0.0%) 

1 

(16.7%) 

S Other Services 1 
(14.3%) 

2 
(28.6%) 

4 
(57.1%) 

0 
(0.0%) 

0 
(0.0%) 

ATO debt arrangement and business tax LS 

Finally, the business tax LSs were compared to whether SSSBs had entered into a 

payment arrangement with the ATO in the last 10 years. As displayed in Figure 6.3, 40 

participants (35%) confirmed that they had negotiated a payment arrangement on at least 

one occasion. To understand whether entering into a payment arrangement has a 

relationship with business tax literacy of service SBO, the responses were sorted into the 

business tax LS categories (see Table 6.21). Examination of the responses of SSSB 

participants who were aware that a debt arrangement was possible, and selected yes or 

no, demonstrates that SSSB’s who entered into an arrangement on more than one occasion 

had the highest mean business tax LS. However, it should also be acknowledged that the 

mean business tax LS for all response groups were below average. The group who 

selected, ‘yes, on more than one occasion’ appear to achieve the highest business tax LS 

from having more service SBOs with a business tax LS of medium or high when 
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compared to those who had entered into an arrangement once or never at all. These results 

could suggest that the service SBOs within this group are aware that it is necessary to 

engage in alternative sources of finance to manage cash flow.  

Table 6.21. Business tax LS compared to entering into a payment arrangement with the ATO 

Response of service 

SBO’s 

Mean 

Score 

Poor Low Basic Mediu

m 

High 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

N = 116 

(%) 

Skipped the question 13 0 

(0.0%) 

0 

(0.0%) 

1 

(100.0%

) 

0 

(0.0%) 

0 

(0.0%) 

Yes, only on one 

occasion 

10 2 

(20.0%) 

4  

(40.0%) 

2 

(20.0%) 

1 

(10.0%) 

1 

(10.0%) 

Yes, on more than one 

occasion 

11.83 5 

(16.7%) 

10 

(33.3%) 

3 

(10.0%) 

8 

(26.7%) 

4 

(13.3%) 

No, we’ve never entered 

into a payment 

arrangement with the 

ATO 

11.28 20 

(29.4%) 

14 

(20.6%) 

15 

(22.1%) 

9 

(13.2%) 

10 

(14.7%) 

No, I didn’t know you 

could enter a payment 

arrangement with the 

ATO 

4.00 6 

(85.7%) 

1 

(14.3%) 

0 

(0.0%) 

0 

(0.0%) 

0 

(0.0%) 

To determine whether entering into a payment arrangement with the ATO has a 

statistical relationship with business tax LS, testing of oneway ANOVA was carried out 

at a significance level of .05. The results in Table 6.22 suggest that such a decision cannot 

be explained by service SBO business tax literacy. The absence of a statistical relationship 

between entering into a payment arrangement and business tax LS could be a result of 

external parties alerting the service SBOs of the availability of a payment arrangement 

for ATO debts and therefore would not be dependent on business tax literacy. External 

parties could be in the form of advisers or the ATO during inquiries about outstanding 

tax debts.  

Table 6.22. The relationship between entering into payment arrangement with the ATO (DV) and 

business tax literacy (IV) 

Entering into a payment 

arrangement with the ATO (DV) 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

Business tax LS (IV) 16.731 26 .6.82 1.208 .257 

* DV = dependent variable, IV = independent variable 

6.7 SUMMARY  

This chapter has provided a discussion of part of the findings of the survey to 

address RQ1 and RQ2. A total of 116 participants ranging across 16 ANZSIC categories 

completed the survey. The survey sample included almost two-thirds of Australian-born 
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service SBOs and slightly more than one-third migrant service SBOs. In terms of 

education, more than 90% of service SBOs held a tertiary qualification, including 

postgraduate, undergraduate and TAFE qualifications. The most popular business 

structure, the company, was followed by sole traders, who collectively made up 72% of 

the SSSB participants. The business age categories of the SSSB participants were all 

represented, with more than 40% of businesses being in operation for more than 10 years, 

and with 19% representing the youngest business category of less than two years. The 

SSSB participants primarily employed five or fewer employees, with 44% employing 

between 1 and 5 employees and 40% non-employing. In terms of annual income, more 

than 95% of the SSSB participants earned $2,000,000 or less.  

In terms of compliance with the business tax systems within the project, the largest 

number of businesses were reporting for GST, followed by income tax, PAYG 

withholding, SG and with the lowest number reporting for FBT. Constraints on cash flow 

showed that just over one-third of respondents have been in a situation where they needed 

to enter into a payment plan with the ATO in order to settle their tax liabilities. For those 

who have entered into a payment plan, their motivation for settling their tax obligations 

on time could be related to understanding that late reporting and payment of tax can result 

in penalties being issued by the ATO. This assumption is made because most service 

SBOs suggested that reporting and paying tax obligations late can have negative effects 

on cash flow.  

Overall, service SBOs suggested that managerial benefits are realised from 

complying with the tax systems included within the research. More than 80% of 

participants recognised that recording transactions for SG, GST, income tax and PAYG 

withholding improves the accuracy of their business records. Service SBOs indicate that 

the business tax system providing the greatest benefit for their cash flow management 

was GST. Recording transactions for GST and finalising the BAS was perceived as 

helpful for understanding cash flow position. It was assumed that this could be explained 

by the regularity of reporting for GST and because the GST is calculated as part of 

revenue and expenses.  

Service SBOs also gave feedback on keeping tax liabilities separate from trading 

income. More than two-thirds of SSSB participants suggested that quarantining money 

for tax liabilities for all business tax systems apart from FBT, was advantageous to 

keeping cash flow under control. In contrast, service SBOs were not overly convinced 
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that payment of a PAYG instalment was useful to cash flow management, with only 58% 

suggesting that it helps to keep cash flow under control. 

Quarterly reporting for GST, PAYG withholding and SG was carried out by the 

greatest number of SSSBs in the survey, whereas yearly reporting was most common for 

income tax and FBT. Investigation of the effect of tax payments on cash flow found that 

46% of service SBOs believe that the multitude of business tax payment obligations 

makes it difficult to keep control of cash, whereas fewer than one-third of SSSB 

participants believe that the reporting and payment dates for business tax liabilities have 

negative consequences for maintaining cash flow.  

A set of LSs was created for each participant based on the literacy questions that 

formed part of the survey instrument. The mean business tax LS indicates that service 

SBO business tax literacy is slightly more than 40%. In contrast, financial statement 

literacy and CAS literacy are better than average at mean LS percentages of 67% and 

55% respectively. Combining the three LSs allowed for the calculation of an overall LS. 

The mean overall LS of service SBOs was 21.54 of a possible 43 or 50%. The overall LS 

of each participant was then categorised into literacy groups of ‘poor’, ‘low’, ‘basic’, 

‘medium’ and ‘high.’ Service SBOs categorised as having ‘basic’ or lower overall literacy 

equated to 65% of the SSSB participants. Only 23% of service SBOs achieved a ‘medium’ 

level of literacy and only 12% were categorised as having ‘high’ literacy.  

The business tax LSs of service SBOs were also categorised into literacy groups. 

Service SBOs with a business tax LS of ‘basic’ or lower made up 72%, whereas those 

within the ‘medium’ and ‘high’ categories included 15% and 19% of service SBOs 

respectively.   

To examine whether business tax literacy of SBOs is supported by their level of 

financial statement literacy and CAS literacy, statistical analysis was carried out on the 

LS of the service SBOs. The results suggest that there is a strong linear relationship 

between business tax literacy, financial statement literacy and CAS literacy, indicating 

that business tax literacy is strengthened by the level of literacy that service SBOs hold 

in the other two literacy areas.  

The service SBO overall LSs and business tax LSs were compared to participant 

demographics in order to determine whether the individual circumstances of the service 

SBOs had any influence on their LSs. The outcome of testing found higher overall and 
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business tax literacy was evident for service SBOs who had migrated to Australia more 

than 10 years ago and who held a postgraduate degree. The business demographics 

showed that SSSB participants in operation for more than 10 years, that employed staff, 

were set up as either a company or a company/trust structure and were classified in 

category ‘M’ of the ANZSIC classification were operated by service SBOs with the 

highest overall and business tax LSs. The results relating to past business experience 

found that the overall LS of service SBOs was higher for those with no prior business 

experience, whereas for business tax LS, higher literacy was associated with having past 

experience. This suggests that service SBO awareness and acquisition of business tax 

knowledge is improved from exposure to business tax activities. Those service SBOs, 

who have entered into a payment arrangement to settle outstanding ATO debts on more 

than one occasion could have realised that this arrangement is an effective alternative 

source of financing when cash flow is restricted, as their mean business tax literacy was 

higher than the other response groups.  

6.8 CONCLUSION 

This chapter reported the results of the data collected as part of the survey. The 

chapter began by describing the process that was carried out in creating the questionnaire 

for the survey. This included the two stages of the pilot testing and the revisions that were 

carried out to prepare the survey instrument for data collection from SSSBs. The 

demographic information of the SSSB participants was presented, followed by a detailed 

examination of the tax obligations of the participant businesses. Service SBO perception 

of tax and cash flow was also explored, with a focus on the influence of tax administration 

and the timing of the tax reporting and payments on cash flow. A mean LS was created 

for business tax literacy, financial statement literacy and CAS literacy. By combining 

these LSs, an overall LS was then calculated, based on all 43 literacy questions. In 

general, service SBOs were found to have an LS categorised in the group of basic or 

lower. Overall LSs and business tax LSs were then compared to SSSB participant 

demographics to examine demographic groups with the highest and lowest LSs.  

Chapter Seven will now explore service SBOs’ confidence and their perception of 

their individual literacy. Literacy areas examined include their ability to implement 

effective cash flow management processes, to understand financial statements, to use and 

understand CAS and to understand business tax. The literacy of service SBOs will also 
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be examined as a component of resource-based theory, to determine whether financial 

performance is related to the literacy levels of the service SBO. 
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Chapter 7: Service small business owner 

literacy, resource-based theory, 

confidence and perception 

7.1 INTRODUCTION 

Chapter Six provided an overview of the small service sector business (SSSB) 

participants involved in the survey, along with an examination of how cash flow is 

impacted by the administration and compliance of business tax. A literacy score (LS) was 

then created to understand the extent of the service small business owner (SBO) literacy 

of the participating SSSBs. Analysis of the SSSB participant demographics was compared 

to the mean overall LSs and business tax LSs to understand which demographic 

characteristics realised higher LSs. 

Chapter Seven addresses RQ2, whether cash flow management of SSSBs is 

influenced by the literacy levels of the service SBOs. This chapter relies on the LSs 

created in Chapter Six. This chapter begins by exploring whether literacy, as an internal 

resource, improves SSSB performance, as proposed in resource-based theory (RBT). 

Service SBO confidence and perception are then examined in terms of the ability to 

implement effective cash flow management systems, and to understand financial 

statements, business tax and computer accounting software (CAS). The LSs are applied 

to the service SBOs’ confidence and perception responses to understand whether literacy 

has an influence on these.  

7.2 SERVICE SBO LITERACY AND RESOURCE BASED THEORY 

The foundations for RBT suggest that businesses with a higher level of internal 

resources should achieve a higher level of performance. A superior level of internal 

resources should allow businesses to procure and maintain a competitive advantage in the 

marketplace in which they reside. To measure the performance of the SSSB participants, 

two values were chosen for statistical analysis. The values recorded for gross annual 

revenue and net income693 were compared to the four LSs to determine if the internal 

resource ‘literacy’ of service SBOs has a relationship with business performance and to 

 
693 Calculated by subtracting participant response to gross annual revenue and gross annual expenses.  
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address H13. Net income has been an accepted measure of performance for RBT in 

previous studies by Ittner694 and Widener.695 Table 7.1 displays the results of the linear 

regression tests conducted for gross annual revenue. The test outcomes suggest that the 

overall LS, business tax LS and CAS LS yielded significant results when compared to 

gross annual revenue. This suggests that those with higher levels of overall LS, business 

tax LS and CAS LS achieve a higher value of gross annual revenue. In contrast, the results 

for financial statement LS, when compared to gross annual revenue, does not produce a 

significant relationship. This suggests that business performance in terms of gross annual 

revenue is not related to the level of financial statement literacy held by service SBOs.  

Table 7.1. The relationship between LS (IV) and Gross Annual Revenue (DV) of SSSB participants 

Literacy scores (IV) Sum of Squares df Mean Square F Sig. 

Overall LS 8735990040380.406 1 8735990040380.406 6.466 .001b 

Business tax LS 6.795E+12 1 6.795E+12 5.453 .011b 

Financial statement LS 2.168E+12 1 2.168E+12 1.685 .099b 

CAS LS 1.028E+13 1 1.028E+13 7.695 .004b 

* a one-tail test was undertaken to ascertain if income increases when literacy increases; DV = Dependent Variable, IV 

= Independent Variable.  

Business performance in terms of RBT was also examined using net income and 

the internal resource of literacy, using the service SBO LSs. Linear regression was 

conducted with net income as the dependent variable and each of the LSs as the 

independent variable. The purpose of the test was to determine whether a higher net 

income is associated with a higher level of service SBO literacy. The results displayed in 

Table 7.2 demonstrate that the ability to achieve a higher level of net income has a 

significant relationship with overall LS, business tax LS and CAS LS. Similar to the 

results for gross annual revenue, it was found that financial statement LS is not 

significantly related to business performance when measured in accordance with net 

income. This suggests that an improvement in the value of net income when considering 

RBT is unlikely to be explained by the financial statement literacy of service SBOs.  

 
694 Christopher D. Ittner and David F. Larcker, ‘Total Quality Management and the Choice of Information 

and Reward Systems’ (1995) 33 Journal of Accounting Research, 1-34.  
695 Sally K. Widener, ‘Associations Between Strategic Resource Importance and Performance Measure 

Use: The Impact on Firm Performance’ (2006) 17(4) Management Accounting Research, 433-457. 
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Table 7.2. The relationship between LS (IV) and Net Income (DV) of SSSB participants 

Literacy scores (IV) Sum of Squares df Mean Square F Sig. 

Overall LS 4.910E+11 1 4.910E+11 4.797 .016b 

Business tax LS 4.397E+11 1 4.397E+11 4.528 .018b 

Financial statement LS 2.053E+11 1 2.053E+11 2.070 .077b 

CAS LS 5.586E+11 1 5.586E+11 5.493 .011b 

* a one-tail test was undertaken to ascertain if income increases when literacy increases; DV = Dependent Variable, IV 

= Independent Variable. 

Overall, the results from measuring the net income and gross annual revenue to the 

literacy of service SBOs suggest that small businesses with a greater level of internal 

human capital (i.e. SBO literacy) achieve higher performance. SSSB participants with 

higher overall literacy, business tax literacy and CAS literacy appear to realise a greater 

amount of income and revenue, when compared to those with lower levels of literacy. 

Financial statement literacy does not seem to relate to the improvement of financial 

performance, which is unusual, considering that the determination of business 

performance would relate to the ability of SBOs to understand financial statements. This 

outcome suggests, based on RBT, that where literacy is the measure of internal human 

capital, those with higher overall literacy, business tax literacy and CAS literacy have a 

competitive advantage over those in the same market who have lower literacy in these 

three areas. 

7.3 SERVICE SBO LITERACY AND CASH FLOW MANAGEMENT 

The relationship between service SBO literacy and cash flow management was 

explored using a variety of data collected in the survey. Initially, knowledge acquisition 

from both internal and external sources was explored to examine how service SBOs 

improve their literacy. LSs were then used to determine whether literacy of service SBOs 

influences their ability to implement cash inflow and cash outflow activities for cash flow 

management. The relationship between the confidence and the perception of service 

SBOs in understanding financial statements, business tax and CAS was then compared to 

LSs of service SBOs to determine if actual literacy influences confidence and perception.  

7.3.1 Sources of knowledge acquisition of service SBOs 

To determine the knowledge acquisition sources of the SSSB participants, service 

SBOs were asked to advise the sources of advice they rely on to manage their business. 

As displayed in Figure 7.1, participants were advised to select all sources that were 

relevant to their own circumstances from the 14 available knowledge acquisition options.  



  

Chapter 7: Service small business owner literacy, resource-based theory, confidence and perception 227 

Figure 7.1. Cash flow information sources used by SSSB participants 

 

Source: Author’s depiction 

The results demonstrate that the most common source of advice for SSSB 

participants was external accountants. These results broadly support prior research by 

Roe and Law,696 who found that accountants were the main source of advice for almost 

half of the participants in their research. SSSB participants then chose software and 

information contained in the business bank statement as being equally important second 

options as an information source.  

The ATO and the internet are used to a higher degree than are other expert advisors 

including lawyers and financial planners. Similar findings were discussed by Freudenberg 

in relation to taxpayers within the Australian arts sector, which is also a highly diverse 

industry.697 Use of the ATO and the internet for knowledge acquisition could be a 

consequence of the regularity of tax compliance activities considering information 

sourced from the ATO, as well as the use of the internet resources, which are freely 

available to businesses.698  

The favourable responses from service SBOs in the survey relating to the ATO 

being a valuable source of advice, are contradictory to the expert feedback. Experts 

believed that the understanding of tax systems is exacerbated as a result of the complexity 

 
696 Roe and Law (n 638) 20. 
697 Brett Freudenberg, ‘Change for Change's Sake: Are Tax Reforms Required to assist the Australian Arts 

Sector?’ (2011) 20(1) Cultural Trends, 85-106, 91 and 93. 
698 Ibid. 
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of the ATO website and the telephone dealings with ATO representatives. This might 

raise questions as to whether service SBOs can understand the information they find on 

the ATO website, as well as how long it takes them to work things out. An alternative 

argument could be that experts are using the ATO website for more complicated tax 

information than what service SBOs would search for on the website. Experts in Stage 2 

also proposed that SBO literacy is hindered by a lack of funds available to engage advisors 

to improve knowledge: this could explain why service SBOs are relying heavily on the 

internet as a source of advice. Overall, it appears that, other than accountants, service 

SBOs rely heavily on information from free sources as opposed to using professionals.  

To determine the purpose of engaging with accountants and/or tax agents, the 

survey further explored the frequency of the engagement of advisers by the SSSB 

participants. Prior literature found that 45% of SBOs engage tax agents and accountants 

more than six times a year, whereas 42% of businesses seek services between one and 

five times per year.699 In terms of the current research, Figure 7.2 demonstrates that just 

under 80% of participants engage with accountants or tax agents between one and five 

times in each financial year. The results could indicate that those engaging advisors 

between two and five times per financial year would be reporting for GST quarterly and 

income tax on an annual basis (see Table 6.6, page 197 ). With the 41 participants (35%) 

engaging advisors once a year, it is likely that their tax compliance obligations are 

reported annually or that they engage an accountant/tax agent only to comply with income 

tax. The remaining 22 participants (almost 20%) appear to consult with an accountant/tax 

agent more often than just for tax compliance activities. In particular, service SBOs 

conferring with experts on more than 10 occasions in each financial year might be seeking 

knowledge other than that required for tax administration. 

 
699 Roe and Law (n 638) 22. 
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Figure 7.2. Frequency of engagement of experts in each year by SSSB participants 

 

Source: Author’s depiction 

Because experts in Stage 2 suggested that acquisition of knowledge for SBOs in 

terms of cash flow management could be inhibited by the cost of engaging an advisor, the 

survey explored which advice is valued by service SBOs. SSSB participants were asked 

to confirm the advice they would seek if they had funds available to engage advisors. 

Service SBOs were asked to select all activities that they considered to be of value for 

their business (see Figure 7.3). Overall, SSSBs appear to place more importance on 

obtaining advice relating to growth opportunities than for any other activity, despite the 

responses in the case study suggesting that business tax restricts growth. Financial 

planning and financial management, which followed, could demonstrate that the service 

SBOs are aware that management of finances is extremely important for business success. 

The results suggest that, in terms of business tax systems, service SBOs place more value 

on seeking advice for income tax than for any other business tax system. However, for 

the remaining business tax systems, participants placed low importance on seeking help 

from advisors if they had funds available. This could suggest that they believe that their 

business tax knowledge is adequate or that they place minimal importance on increasing 

their business tax knowledge.  
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Table 7.3. Cash-related customer activities of SSSB participants 

My business 

makes use of 

these cash flow 

activities … 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

Raise Progress 

invoices 

43 1 

(1.4%) 

9 

(12.3%) 

5 

(6.8%) 

34 

(46.6%) 

24 

(32.9%) 

Invoice in 

Advance  

23 3 

(3.2%) 

24 

(25.8%) 

15 

(16.1%) 

27 

(29.9%) 

24 

(25.8%) 

Provide Direct 

Debit options  

33 10 

(12.0%) 

17 

(20.5%) 

6 

(7.2%) 

26 

(31.3%) 

24 

(28.9%) 

Chase outstanding 

accounts 

20 4 

(4.2%) 

7 

(7.3%) 

5 

(5.2%) 

50 

(52.1%) 

30 

(31.3%) 

Negotiate shorter 

trading terms  

41 2 

(2.7%) 

13 

(17.3%) 

10 

(13.3%) 

33 

(44.0%) 

17 

(22.7%) 

Have stock on 

hand for orders  

60 1 

(1.8%) 

6 

(10.7%) 

12 

(21.4%) 

19 

(33.9%) 

18 

(32.1%) 
* Note: ‘not applicable’ is not included in the percentage calculations due to the other responses being part of a Likert 

scale (which is then used for statistical analysis). 

For those businesses offering services that allow them to issue invoices during the 

time when a contract is being provided, it appears that almost 80% of SSSB participants 

raise invoices during the process of the work being completed. Just over half of the SSSB 

participants able to implement this practice of issuing invoices in advance suggested that 

they engage in this activity. Those disagreeing or strongly disagreeing represented close 

to one-third of business participants. Being unable to issue in advance could suggest that 

this practice is not common within the SSSB participant’s service industry, or it could be 

that the service SBOs did not feel they could request money in advance from their trading 

partners for work yet to be completed.  

In terms of improving payment times from debtors, SSSB participants were asked 

to advise whether they provide direct payment methods to their customers. Direct 

payment methods can include setting up an authority that allows a supplier to debit a 

customer’s account and to withdraw the relevant funds that are outstanding when it is due 

for payment. It also includes the ability for the customer to pay outstanding amounts 

directly to the supplier using a transfer from their bank account to the supplier account or 

making use of debit, credit or bank cards to pay directly to the suppliers’ account. In terms 

of the participant responses, it can be seen, that slightly less than two-thirds of the 

participating SSSBs suggested that direct payment methods are used to assist with cash 

management. However, almost one-third of participants suggest they do not make use of 

direct payments. This could imply that almost one-third of the SSSBs are not making use 

of effective payment options to improve the inflow of cash on a timely basis.  
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The next two survey questions related to contacting customers to request payment 

for outstanding invoices and to negotiating shorter trading terms with customers. Both 

questions relate to the provision of credit to customers, allowing the customer to receive 

goods or services and pay sometime in the future. Common credit terms in Australia 

include payment in 7 days, 14 days, 28 days or 30 days from the end of the month. 

Contacting customers about outstanding invoices achieved a very high response, 

compared to the other cash inflow activities questions. Almost 85% of the SSSB 

participants confirm that they are contacting customers about outstanding accounts. In 

contrast, negotiation of shorter trading terms with customers was confirmed by only two-

thirds of those SSSB participants that were offering trade credit. This could be due to 

service SBOs feeling that they lack power in their customer trading relationship or 

believing that negotiation of trading terms could have negative consequences for ongoing 

trade.703  

The final question related to whether SSSB participants held stock to satisfy 

customer orders. It was expected that there would be a high number of ‘not applicable’ 

responses due to the research being centred around participants who are offering services 

in contrast to selling goods. The question was posed nonetheless, as some businesses may 

sell a portion of goods to supplement the services they offer. The results suggest that two-

thirds of SSSB participants who carry goods will keep stock to satisfy future customer 

orders. As previously discussed,704 cash restrictions have been linked to the accumulation 

of trading stock in anticipation of future orders. Therefore, SSSBs responding with 

affirmative answers may be restricting their cash inflow by holding goods for longer 

periods than necessary to satisfy customer orders at some time in the future. 

The survey also explored the trading relationship that SSSB participants have with 

their suppliers. Prior research indicates that effective use of trade credit facilities can be 

an alternative source of finance when more formal options are not available.705 Other 

activities promoted as being useful in improving cash flow for small business includes 

replacing the old stock with fast moving stock and only ordering stock when necessary.706 

Three questions were posed to determine whether SSSBs are optimising the time delay 

between the purchase and the payment date of supplies. In particular, one question 

 
703 See: Belle Isle and Freudenberg (n 5). 
704 See: Chapter Two. 
705 Niskanen and Niskanen (n 190) 24.  
706 Victorian Government (n 700) 
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attempted to determine if SSSB participants have negotiated extended payment times to 

settle supplier invoices. More than half of the participants who trade on credit with 

suppliers suggest that they have negotiated extended trading terms with suppliers (see 

Table 7.4).707 This suggests that they are attempting to hold onto cash for longer periods 

of time. One-quarter of participants trading on credit confirmed that they have not 

engaged with suppliers about extending terms of trade. This could be due to SSSBs 

feeling that the supplier was non-negotiable about changing trading terms. Alternatively, 

it could be that SSSBs are reluctant to place strain on the relationship they have with those 

providing important resources for their business.708  

The results also demonstrate that a large proportion of SSSB participants take 

advantage where possible of early settlement discounts. This type of discount is becoming 

increasingly popular in the energy, telecommunications and government service 

industries among others. More than 80% of businesses agreed or strongly agreed that they 

make use of early settlement discounts. This is likely to improve cash flow, as it allows 

the monetary value of the discount percentage to be kept as business income. This strategy 

also removes the requirement for SSSBs to request changes to trade with their suppliers, 

relieving the possibility of placing strain on the business relationship. SSSB participants 

were also questioned about whether they keep enough cash on hand to settle their supplier 

accounts. Slightly more than three-quarters confirmed that they pay their suppliers within 

trading terms. This could suggest that three-quarters of SSSBs appear able to manage 

their cash flow to pay suppliers on time. Alternatively, it could suggest that SSSBs place 

more importance on maintaining a favourable trading relationship with their suppliers, 

and as such pay their supplier invoices before other debts. Literature suggests that SBOs 

are apprehensive about jeopardising the rapport they have with suppliers, being concerned 

that goods and services will be restricted for non-payment.709  

 
707 Note: 43% of the SSSB participants do not trade on credit with their suppliers, therefore the results relate 

to 66 participants in the survey.   
708 Belle Isle, Freudenberg and Copp (n 4) 449.  
709 Australian Small Business and Family Enterprise Ombudsman (n 205); Belle Isle, Freudenberg and 

Copp (n 4) 449. 
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Table 7.4. Cash related supplier activities of SSSB participants  

My business 

makes use of these 

cash flow 

activities … 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

Negotiate extended 

trading terms 

50 4 

(6.1%) 

15 

(22.7%) 

11 

(16.7%) 

25 

(37.9%) 

11 

(16.7%) 

Make use of early 

settlement 

discounts  

32 2 

(2.4%) 

3 

(3.6%) 

9 

(10.7%) 

43 

(51.2%) 

27 

(32.1%) 

Always have the 

cash to pay 

suppliers  

1 3 

(2.9%) 

3 

(2.9%) 

16 

(15.2%) 

55 

(52.4%) 

28 

(26.7%) 

* Note: ‘not applicable’ is not included in the percentage calculations due to the other responses being part of a Likert 

scale (which are then used for statistical analysis). 

The cash flow activities enacted by the SSSB participants were compared to service 

SBO LSs to address H13 and to explore whether literacy influences the implementation 

of cash flow management systems and procedures. Simple linear regression tests at the 

.05 level of significance were run where the LS was the independent variable and the cash 

activity was the dependent variable. For cash inflow activities inclusive of invoicing in 

advance, providing direct debit payment options and having enough stock on hand to 

satisfy customer orders, the test outcomes imply that service SBO literacy has no 

relationship with carrying out these activities. Table 7.5 illustrates that regardless of the 

LS being tested, there is no significant relationship.  

When testing was carried out for raising progress invoices and negotiating shorter 

trading terms with customers, a linear relationship was found to exist between CAS LS 

at .046 and financial statement LS at .010. All other LSs, when compared to these two 

variables, were not found to be significantly related.  In contrast, when regression tests 

were carried out between literacy and the cash inflow activity of contacting customers 

regarding outstanding accounts, all LSs were found to be linearly related. This suggests 

that service SBOs need a high level of literacy in any one of the literacy areas to engage 

in the activity of enquiring about outstanding accounts. The test outcomes show a strong 

significant relationship between the activity and the overall LS of .003, the business tax 

LS (also .003) and the CAS LS, with a test result of .005. In terms of the financial 

statement LS, the test outcome of .019 also demonstrates a relationship of significance. 

These test outcomes suggest that, other than contacting customers regarding outstanding 

invoices, the implementation of cash inflow activities in SSSBs is predominantly not 

influenced by the literacy of service SBOs. This could demonstrate that SSSBs implement 

cash inflow activities because of other business factors, including the possibility that they 
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follow cash flow practices enacted by others within the same service industry 

classification. 

Table 7.5. Service SBO literacy (IV) and cash inflow activities (DV) implemented by the business 

LS and cash inflow activities Sum of 

Squares 

df Mean 

Square 

F Sig. 

Raising progress invoices (DV)      

Overall LS  .231 1 .231 .219 .642b 

Business tax LS .013 1 .013 .012 .911b 

Financial statement LS .380 1 .380 .367 .546b 

CAS LS 4.129 1 4.129 4.138 .046b 

Invoicing in Advance (DV)      

Overall LS  .009 1 .009 .006 .937b 

Business tax LS .144 1 .144 .096 .758b 

Financial statement LS .506 1 .506 .336 .563b 

CAS LS .592 1 .592 .394 .532b 

Providing direct debit payment options 

(DV) 

     

Overall LS  1.305 1 1.305 .665 .417b 

Business tax LS 1.151 1 1.151 .578 .449b 

Financial statement LS 4.273 1 4.273 2.188 .143b 

CAS LS 1.315 1 1.315 .671 .416b 

Contacting customers regarding 

outstanding invoices (DV) 

     

Overall LS  7.716 1 7.716 9.126 .003b 

Business tax LS 7.905 1 7.905 8.158 .005b 

Financial statement LS 5.269 1 5.269 5.688 .019b 

CAS LS 7.873 1 7.873 9.332 .003b 

Negotiating shorter trading terms with 

customers (DV) 

     

Overall LS  1.485 1 1.485 1.366 .247b 

Business tax LS 1.272 1 1.272 1.063 .306b 

Financial statement LS 7.725 1 7.725 6.967 .010b 

CAS LS 1.514 1 1.514 1.394 .242b 

Always having enough stock on hand to 

satisfy customer orders (DV) 

     

Overall LS  .016 1 .016 .014 .906b 

Business tax LS .346 1 .346 .305 .583b 

Financial statement LS 0.46 1 .046 .040 .842b 

CAS LS .989 1 .989 .901 .347b 

*DV = dependent variable, IV = independent variable 

The relationship between the implementation of cash outflow activities and service 

SBO literacy was also examined (see Table 7.6). Simple linear regression was tested at a 

level of .05 significance between the LSs and each of the cash outflow activities. Table 

7.6 demonstrates that none of the LSs are significantly related to making use of early 
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settlement discounts. Only one significant relationship, regarding negotiating extended 

trading terms with suppliers, was found for financial statement LS, with a test result of 

.049. The cash outflow activity with the largest number of significant results was to 

always have enough cash to pay suppliers. From the test outcomes, it can be inferred that 

a significant relationship exists with all LSs (apart from financial statement LS), as a 

result of p < .05 was achieved. The test outcome for overall LS was found to be strongest, 

with a result of .016, followed by business tax LS at .019 and CAS LS at .020. This could 

suggest that service SBOs are under-or overconfident about their ability to interpret 

financial statements in order to determine whether they have sufficient funds to settle 

their supplier accounts.  

Table 7.6. Service SBO literacy (IV) and cash outflow activities (DV) implemented by the business 

LS and cash flow outflow activities Sum of 

Squares 

df Mean 

Square 

F Sig. 

Negotiate extended trading terms with 

suppliers (DV) 

     

Overall LS  .389 1 .389 .284 .596b 

Business tax LS .067 1 .067 .040 .842b 

Financial statement LS 6.393 1 6.393 4.009 .049b 

CAS LS .285 1 .285 .208 .650b 

Make use of early settlement discounts 

(DV) 

     

Overall LS  .190 1 .190 .264 .609b 

Business tax LS .986 1 .986 1.252 .266b 

Financial statement LS .382 1 .382 .481 .490b 

CAS LS .244 1 .244 .341 .561b 

Always have enough cash to pay suppliers 

(DV) 

     

Overall LS  5.001 1 5.001 5.988 .016b 

Business tax LS 4.325 1 4.325 5.668 .019b 

Financial statement LS .876 1 .876 1.100 .297b 

CAS LS 4.689 1 4.689 5.593 .020b 
*DV = dependent variable, IV = independent variable 

Overall, the results indicate that service SBO literacy has little effect on whether 

SSSBs implement cash flow activities. For cash inflow activities, those that appear to 

have a relationship with service SBO literacy include contacting customers regarding 

outstanding accounts (relevant to all scores), raising progress invoices (related to CAS 

LS) and negotiating shorter trading terms with customers (related to financial statement 

LS). Similar results were found when investigating cash outflow activities: only two 

statements across all literacy areas were found to be significantly related to service SBO 

literacy. Having enough cash to pay suppliers was linearly related to overall LS, business 

tax LS and CAS LS, whereas negotiating extended trading terms with suppliers was 

significantly related to financial statement LS. The findings suggest that, when service 
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SBOs decide to implement cash inflow and outflow activities to effectively manage cash 

flow, their decision is not reliant on the level of literacy that they have obtained in 

understanding financial statements or business tax, or in using CAS. Therefore, it could 

be suggested that enacting cash inflow and outflow activities could be influenced by other 

factors in the business environment such as industry norms, or reliance on others, 

including both internal and external stakeholders, to decide what activities will be used. 

7.3.3 Service SBO confidence and literacy 

SBO confidence has been a topic of consideration in prior research, has relevance 

to this project.710 For CAS literacy it has been suggested that low engagement in the use 

of CAS is due to SBO anxiety and lack of confidence.711 Similarly, the level of financial 

literacy that individuals possess has been linked to their confidence in making use of 

financial instruments,712 whereas for business tax literacy, SBOs maybe over-confident 

about their tax knowledge and as a result do not attempt to improve their level of tax 

understanding.713 However, Brackin714 found that individuals were not over-confident 

when it came to tax literacy. To investigate the relationship with confidence and SBO 

literacy further, descriptive and statistical analysis was carried out on the data collected 

in the survey from the SSSB participants.  

Service SBO literacy and confidence in carrying out cash flow management 

activities 

Prior research suggests that cash flow management in small businesses is not well 

planned and hinges on spontaneous decisions of the SBO.715 Despite these findings, 

recent Australian research has suggested that SBOs are extremely confident about their 

ability to manage cash flow, with 95% indicating that they have either good or very good 

ability when dealing with cash flow management.716 The current research attempted to 

understand the relationship that service SBOs have with cash flow management systems 

(H17). Service SBO confidence was first explored in terms of implementing a cash flow 

management system. Mean confidence scores of the responses are displayed in Table 7.7. 

 
710 Belle Isle and Freudenberg (n 5); Roe and Law (n 638). 
711 Belle Isle and Freudenberg (n 5).  
712 Janice Redmond, Beth Walker, Jacquie Hutchinson and Beverley Webster, ‘Improving the Financial 

Literacy of Self-Employed Women’ (Edith Cowan University Australia, 2018), 1-32. 
713 McKerchar (n 64). 
714 Brackin (n 83). 
715 Belle Isle and Freudenberg (n 5) 514; Liberman-Yaconi, Hooper and Hutchings (n 104) 71; Perera and 

Baker (n 102) 15. 
716 Roe and Law (n 638) 17.  
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Overall, service SBOs’ confidence about the accuracy of their records and their cash flow 

management systems appears to be high. Considering that the Likert scale responses 

allowed participants to select from very uncertain (1), uncertain (2), neutral (3), confident 

(4) and very confident (5), the overall mean score of 3.77 for confidence in cash flow 

management systems suggests that participants are relatively confident. Confidence is 

even higher when considering the accuracy of the debtors and creditors and the revenue 

and expenses with mean scores of 4.14 and 4.29, respectively (see Table 7.7). 

Table 7.7. Mean score of Likert scale answers relating to cash flow management activities 

Cash flow management activity Mean 

score 

Adequate cash flow 

management systems 

3.77 

Accurate record of debtors and 

creditors 

4.14 

Accurate record of revenue and 

expenses 

4.29 

A detailed display of the responses for each question is illustrated in Table 7.8. 

Service SBOs recorded their greatest degree of uncertainty717 in the Likert responses to 

the statement ‘I believe that cash flow management systems are adequate to support my 

business’. Almost three-quarters of the SSSB participants were either very confident or 

confident that the cash flow management systems implemented were suitable for their 

business. In contrast, only 17% were uncertain of the effectiveness of their cash flow 

procedures.  

Confidence in the accuracy of debtor and creditor invoicing was even higher with 

84% giving an affirmative response, as almost an equal number selected very confident 

and confident. Service SBOs appeared very certain about their accuracy of recording of 

revenue and expenses, with half of all participants selecting very confident followed by 

36% choosing confident. The confident responses that were given in the survey, however, 

may be of concern, as previous literature suggests that SBOs are often optimistic about 

their ability to successfully manage their business.718 Belle Isle and Freudenberg719 found 

that SBOs had minimal cash flow management processes in place supporting the ongoing 

 
717 Note: Although it was only a small proportion of uncertain responses 
718 Gavin Cassar and Brian Gibson, ‘Forecast Rationality in Small Firms’ (2007) 45(3) Journal of Small 

Business Management, 283-302, 284 and 291. 
719 Belle Isle and Freudenberg (n 5) 514.  
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cash needs of their business despite SBOs believing that their cash flow management 

procedures were effective.  

Table 7.8. Service SBO confidence that cash flow management systems are adequate 

I am confident 

that the business 

has adequate … 

Not 

Applicable 

Very 

Uncertain 

Uncertain Neutral Confident Very 

Confident 

Cash 

management 

0 7 

(6.0%) 

13 

(11.2%) 

12 

(10.3%) 

52 

(44.8%) 

32 

(27.6%) 

Accurate debtor 

and creditor 

records 

3 2 

(1.8%) 

12 

(10.6%) 

4 

(3.5%) 

45 

(39.8%) 

50 

(44.2%) 

Accurate revenue 

and expense 

records  

1 1 

(0.9%) 

8 

(7.0%) 

6 

(5.2%) 

42 

(36.5%) 

58 

(50.4%) 

To examine the relationships of service SBO confidence with literacy, a simple 

linear regression was carried out to compare the service SBO confidence statements and 

LSs. The first test investigated the confidence and the literacy of service SBOs in 

implementing adequate cash flow management systems. Comparing the statement with 

all four LSs shows that a linear relationship exists, regardless of literacy type. Table 7.9 

demonstrates significant relationships with overall LS of p < .001, with business tax LS 

of .002, with CAS LS of .003 and with financial statement LS of .004. Compared to 

service SBOs’ confidence that adequate cash flow management systems are employed, 

the outcomes of all other LSs produce similar results, although not as significant as for 

overall LS. Service SBOs reported confidence about their ability to implement adequate 

cash flow management systems closely aligns with their business tax LS, financial 

statement LS and CAS LS. In terms of the relationship between confidence and literacy, 

the results indicate that service SBOs are not under-or over-confident about the systems 

they have in place to determine their cash flow. This would tend to suggest that their level 

of confidence is consistent with their level of literacy.  

Service SBOs were also asked to indicate their confidence in their ability to 

accurately maintain records of debtor and creditor invoicing. The results of the linear 

regression tests of service SBO literacy, compared to confidence, support the high mean 

score calculated for accurate debtor and creditor invoicing. A significant result of p < .001 

was realised for both overall LS and business tax LS, with .002 for both financial 

statement LS and CAS LS (see Table 7.9). These results show service SBOs’ confidence 

in keeping accurate debtor and creditor invoicing is closely related to their financial 

statement literacy, business tax literacy and CAS literacy.  
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A similar outcome was found for confidence in accurately maintaining records of 

revenue and expenses. Comparison of individual confidence to individual LS showed that 

both overall LS and business tax LS were significantly related, with a result of p < .001. 

Linear relationships of .023 and .002 were also found when compared to financial 

statement LS and CAS LS, respectively (see Table 7.9). These results imply that service 

SBOs’ financial statement literacy is not as strongly aligned as the other three LSs, when 

compared to confidence in maintaining accurate records of revenue and expenses.  

These results suggest that service SBOs have a good idea of their personal 

understanding of financial statements, business tax and CAS, which is largely aligned to 

their confidence in implementing cash flow management systems in their SSSB. Overall, 

this is a good result, as it suggests that service SBOs have a good awareness of their 

ability. Of course, it does not mean that, if they have low literacy, they will know how to 

seek out relevant resources to improve it.  

Table 7.9. The relationship between service SBO literacy (IV) and confidence (DV) that cash flow 

management systems are adequate 

LS and confidence that cash flow 

management systems are 

adequate 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

Cash flow management systems 

are adequate (DV) 

     

Overall LS  16.944 1 16.944 14.287 .000b 

Business tax LS 12.681 1 12.681 10.324 .002b 

Financial statement LS 10.830 1 10.830 8.701 .004b 

CAS LS 11.832 1 11.832 9.572 .003b 

Accurate debtor and creditor 

invoicing are maintained (DV) 

     

Overall LS  15.928 1 15.928 20.035 .000b 

Business tax LS 16.044 1 16.044 17.513 .000b 

Financial statement LS 10.040 1 10.040 10.348 .002b 

CAS LS 8.761 1 8.761 10.100 .002b 

Accurate records of revenue and 

expenses are maintained (DV) 

     

Overall LS  12.405 1 12.405 21.667 .000b 

Business tax LS 15.812 1 15.812 22.414 .000b 

Financial statement LS 4.284 1 4.284 5.305 .023b 

CAS LS 6.169 1 6.169 9.726 .002b 
*DV = dependent variable, IV = independent variable 

Service SBO literacy and confidence in using financial statements to determine 

business health 

The survey also explored the confidence of service SBOs in the use of financial 

statements to measure business health and to forecast expected income. A mean score 

was initially created for each statement from the SSSB participant responses (see Table 

7.10). Recent Australian research suggested that SBOs are uncertain about their ability to 
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carry out accurate cash forecasting,720 although opposingly, in the same research, 90% of 

SBOs rated their ability as good or very good in terms of their awareness of and ability 

to manage the inflow and outflow of cash.721 A comparison of these findings to the mean 

score in Table 7.10, shows that service SBOs’ confidence in determining incoming and 

outgoing cash in a forthcoming twelve month period is lower than previously reported. 

The mean scores of 3.82 for predicting cash inflow and 3.79 for predicting cash outflow 

(see Table 7.10) suggests that their confidence in using financial statements for cash 

forecasting resides within the range of neutral to confident. Overall, the results of the 

mean score suggest that service SBOs are not very confident about using financial 

statements to carry out cash forecasting,  

The mean score of 4.42, from assessing the confidence of service SBOs in using 

financial statements to determine business performance, suggests that, as a group, service 

SBOs’ confidence ranges between ‘confident’ and ‘very confident (see Table 7.10). 

Similarly, service SBOs appear confident or very confident about using financial 

statements to calculate business profit, as a mean confidence of 4.46 was achieved.  

Table 7.10. Mean score of responses regarding service SBO confidence in determining current and 

future business performance  

Mean response of financial statement 

confidence 
Mean 

Confidence in determining cash inflow over 

the next twelve months 

3.82 

Confidence in determining cash outflow over 

the next twelve months 

3.79 

Confidence in determining business profit  4.46 

Confidence in determining business 

performance  

4.42 

* scale of 1 – 5 where 5 is the highest level of confidence. 

A more detailed display of participant responses is exhibited in Table 7.11. In terms 

of measuring business health, Table 7.11 demonstrates that almost 90% of service SBOs 

believe that financial statements are valuable. This is illustrated in the results related to 

business profit and performance, a large majority either agreed or strongly agreed (and 

no participants disagreed) with the statement that ‘financial statements are useful to 

understand business profit and business performance.’ Service SBOs do not appear to be 

as optimistic about the use of financial statements to predict future income. The number 

of participants who agreed that financial statements are effective in projecting the inflow 

 
720 Roe and Law (n 638) 17-8. 
721 Ibid. 
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and outflow of cash in a twelve-month period was approximately 25% lower than the 

number of positive responses for the usefulness of financial statements in determining 

past business performance. These results suggest that service SBOs have a higher level 

of confidence in using financial statements to calculate financial outcomes, based on past 

activities, as opposed to predicting financial possibilities that may occur in the 

forthcoming period. This could be due to their uncertainty about future sales, which are 

often beyond the control of the SBO and would distort any financial predictions that were 

previously made. 

Table 7.11. Service SBO confidence that financial statements are useful to determine current and 

future business performance  

Financial 

statements are 

useful to 

determine… 

Not 

applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

Business profit 9 0 

(0.0%) 

0 

(0.0%) 

4 

(3.7%) 

50 

(46.7%) 

53 

(49.5%) 

Cash inflow over 

12 months  

13 3 

(2.9%) 

14 

(13.6%) 

12 

(11.7%) 

44 

(42.7%) 

30 

(29.1%) 

Cash outflow over 

12 months  

13 2 

(1.9%) 

14 

(13.6%) 

16 

(15.5%) 

43 

(41.7%) 

28 

(27.2%) 

Business 

performance 

10 0 

(0.0%) 

0 

(0.0%) 

4 

(3.8%) 

54 

(50.9%) 

48 

(45.3%) 

Confidence in understanding and using financial statements to determine business 

health was then compared to LSs to ascertain whether confidence is aligned with the 

literacy of service SBOs and to address H20. A simple linear regression was carried out 

at a significance level of .05. The results in Table 7.12 suggest that service SBO literacy 

does not influence their confidence in using financial statements to forecast cash inflow. 

None of the LSs show a significant linear relationship, compared to confidence in the use 

of financial statements.  

Similar results were evident when comparing confidence in determining the 

outflow of cash and literacy of service SBOs. The test outcomes suggest that literacy is 

not linearly related to confidence (see Table 7.12). The results of the simple linear 

regression show statistical insignificances of .874 for overall LS, .975 for business tax 

LS, .616 for financial statement LS and .912 for CAS LS when tested at a significance 

level of .05. This could suggest that service SBOs are over-or under-confident about their 

ability to predict cash outflow, compared to their level of literacy. 

Assessment of the relationship of confidence in the use of financial statements to 

determine business performance and literacy of service SBOs, is illustrated in Table 7.12. 
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There is a significant relationship between overall LS and business tax LS, with test 

outcomes of .032 and .037, respectively. The results of the tests for financial statement 

LS and CAS LS, however, show an insignificant relationship. From these tests, it could 

be put forward that service SBOs with greater overall and business tax literacy are more 

confident in using financial statements to understand how their business is performing. In 

contrast, service SBOs may be over-or under-confident in determining business 

performance with reference to their level of financial statement and CAS literacy. 

The simple linear regression results from comparing confidence in determining 

business profit to LSs, illustrates that all LSs have a significant relationship (see Table 

7.12). For overall LS and business tax LS, a statistically significant result of .003 for was 

found, whereas for financial statement LS and CAS LS the results were .049 and .14, 

respectively. Interestingly, the weakest significance result was related to confidence in 

understanding financial statements to determine business profit and financial statement 

LSs. This suggests that other areas of literacy are instrumental in the management of cash 

flow, and that financial statement literacy could be insufficient on its own.  

Table 7.12. The relationship between service SBO literacy (IV) and confidence in using financial 

statements (DV) 

LS and confidence in using financial 

statements 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

Determining cash inflow over the next 12 

months (DV) 

     

Overall LS 1.759 1 1.759 1.389 .242b 

Business tax LS 1.251 1 1.251 1.051 .308b 

Financial LS .942 1 .942 .789 .376b 

CAS LS .317 1 .317 .247 .620b 

Determining cash outflow over the next 

12 months (DV) 

     

Overall LS .030 1 .030 .025 .874b 

Business tax LS .001 1 .001 .001 .975b 

Financial LS .284 1 .284 .254 .616b 

CAS LS .015 1 .015 .012 .912b 

Determining business performance (DV)      

Overall LS 1.502 1 1.502 4.731 .032b 

Business tax LS 1.386 1 1.386 4.456 .037b 

Financial LS .880 1 .880 2.785 .098b 

CAS LS .893 1 .893 2.757 .100b 

Determining business profit (DV)      

Overall LS 2.895 1 2.895 9.471 .003b 

Business tax LS 2.737 1 2.737 9.032 .003b 

Financial LS 1.262 1 1.262 3.980 .049b 

CAS LS 1.965 1 1.965 6.229 .014b 
* DV = dependent variable, IV = independent variable 
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Service SBO literacy and confidence in understanding business tax systems 

To determine the reliance that service SBOs place on external advisors for tax 

compliance, the survey explored whether SSSB participants engage with accountants or 

tax agents to carry out their compliance activities. Figure 7.4 demonstrates that most of 

service SBOs appoint an expert to assist with tax compliance activities. Comparison of 

these results with Figure 7.2 suggests that these experts are not commissioned to improve 

the business tax knowledge of service SBOs, as it appears that engagement is based on 

reporting and payment dates (although this is unclear).  

Figure 7.4. Service SBO engagement with experts for tax compliance activities 

 

Source: Author’s depiction 

Prior to exploring the actual literacy levels of service SBOs, the survey examined 

how confident service SBOs were about their understanding of the business tax systems 

included in the research. To determine confidence, SSSB participants were asked to select 

an answer between strongly disagree to strongly agree722 for the statement ‘I have good 

understanding of ….’723. The mean confidence score for each system is displayed in Table 

7.13. The results suggest that service SBOs have a higher degree of confidence in their 

understanding of GST, compared to any other tax system. The mean score for GST at 

4.07 demonstrates that, overall, service SBOs are confident in respect to their 

understanding of GST. For PAYG withholding, income tax and SG, service SBOs’ 

determination of their understanding of these systems is marginally less than confident, 

with mean scores of 3.86, 3.92 and 3.83 respectively. FBT appears to be the only tax 

 
722 On a scale 1 to 5, where strongly agree (5) is the highest.  
723 Service SBOs answered this question for each of the five Federal tax systems.  
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system that service SBOs are unsure about when measured regarding confidence. A mean 

score of 2.94 shows that service SBOs feel that they are neutral about their confidence 

for FBT, meaning that they feel neither confident nor uncertain about their FBT 

understanding. This could illustrate that service SBOs may rely more heavily on advisers 

to complete their FBT obligations or could reflect the findings displayed in Figure 6.1 

which confirms that only 20 participants have an FBT obligation.  

Table 7.13. Mean score of service SBO confidence in understanding Federal tax systems 

Confidence in understanding tax systems Mean 

Confidence in understanding GST 4.07 

Confidence in understanding PAYG withholding 3.92 

Confidence in understanding income tax 3.86 

Confidence in understanding SG 3.83 

Confidence in understanding FBT  2.94 

A more detailed account of the responses given by participants is presented in Table 

7.14. As noted, participant responses suggest that service SBOs have a higher degree of 

confidence in their knowledge of GST than of any other business tax system. This could 

be explained by the regularity of recording transactions which involve GST. Research by 

Belle Isle and Freudenberg724 suggested that SBOs were actively involved in data entry 

for day-to-day trading, including the recording of debtor and creditor invoicing and the 

data entry of revenue and expenses. Because these transactions predominantly include a 

portion of GST, it is likely that frequently dealing with GST makes service SBOs feel 

more confident about their GST knowledge, in contrast to their confidence in other 

business tax systems that they might only deal with on an annual basis. 

Service SBOs are relatively confident about their understanding of income tax, 

PAYG withholding and SG. Approximately three-quarters of complying SSSBs believe 

that they are proficient enough in these business tax systems to carry out their tax 

obligations. In terms of FBT, it is difficult to determine an accurate result from the 

findings. Twenty participants (17%) selected that they have an FBT obligation (see Figure 

6.1); however, only 49 participants in Table 7.14 chose ‘not applicable’ when recording 

their answer for ‘I have a good understanding of FBT.’ This suggests that 47 participants 

who do not currently have an FBT obligation are aware that they may at some point have 

to comply with FBT, which in turn suggests that service SBOs are to some extent aware 

 
724 Belle Isle and Freudenberg (n 5) 513.  
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of possible business tax obligations that may arise in the future. As displayed in Table 

7.14, a higher proportion of participants recorded an unfavourable answer about their 

understanding of FBT than chose a favourable response. Reflecting on expert feedback 

in Stage 2 and in previous research by McKerchar725, suggests that this could be explained 

by literacy limitations. Service SBOs may be confused about whether a benefit they have 

provided to an employee should be classified as a fringe benefit. This could result in 

unintentional non-compliance for FBT.  

Lastly, the survey explored service SBO’s confidence about their recognition of 

how much tax liability is held in the bank account prior to remitting to the ATO. The 

results demonstrate that just under 60% of service SBOs believe that they have an 

adequate understanding of the portion of their cash at bank that accounts for tax 

obligations. In comparison to the other questions (with exception to FBT), the level of 

confidence of service SBOs about tax held in the bank account is considerably lower. 

This supports the feedback from experts (Stage 2), who have concerns about SBO’s 

ability to separate the tax liability from money available for trading which in turn can 

result in a cash flow shortfall. As a result, experts believe that in order to have a base level 

of business tax literacy, SBOs need to be able to differentiate between the money assigned 

to tax liabilities and the funds available for trading, when considering the cash at bank 

balance. A simple solution would be to calculate the percentage of the prior year’s total 

tax liability compared to income, which could then be used to determine an idea of the 

portion of tax held in the bank account. For new business, this would not be useful, 

therefore an easy solution could be to assume that approximately one-quarter of the bank 

balance is made up of tax liabilities. Although this measure may not be extremely 

accurate, calculating tax liabilities at the end of the reporting period would likely relieve 

the stress on cash, rather than having the outcome of not forecasting for the tax liability.  

 
725 McKerchar (n 64).  
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Table 7.14. Service SBO confidence in understanding of Australian Federal tax systems 

I have a good 

understanding 

of … 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

GST  8 3 

(2.8%) 

8 

(7.4%) 

10 

(9.3%) 

44 

(40.7%) 

43 

(39.8%) 

FBT  49 12 

(17.9%) 

16 

(23.9%) 

13 

(19.4%) 

16 

(23.9%) 

10 

(14.9%) 

Income Tax  14 4 

(3.9%) 

11 

(10.8%) 

12 

(11.8%) 

43 

(42.2%) 

32 

(31.4%) 

PAYGW 20 6 

(6.3%) 

7 

(7.3%) 

11 

(11.5%) 

37 

(38.5%) 

35 

(36.5%) 

SG  24 9 

(9.8%) 

9 

(9.8%) 

5 

(5.4%) 

35 

(38.0%) 

34 

(37.0%) 

The tax 

liability in the 

bank account 

15 13 

(13.3%) 

8 

(8.2%) 

19 

(19.4%) 

31 

(31.6%) 

27 

(27.6%) 

Early Australian research has suggested that SBOs are thought to be over-confident 

when it comes to their knowledge of business tax systems.726 This over-confidence was 

seen to be a detriment to SBOs seeking out new knowledge to bring their understanding 

to a standard that reflects and takes into account current tax systems. However, more 

recent research has suggested that, for SBOs, there is some alignment between confidence 

and their tax knowledge.727 In 2017, almost two-thirds of SBOs confirmed that they 

understand, and are capable of, managing their tax and superannuation obligations, 

although no comparison to literacy was undertaken.728 

To investigate the responses from service SBOs in relation to their business tax 

confidence and to address H18, each business tax system was compared to the literacy of 

the SSSB participants. In contrast to previous tests carried out for confidence in this 

research, the LS for each relevant tax system was included in the testing for business tax. 

The results, regardless of LS type, demonstrate that service SBO confidence is 

significantly related to service SBO literacy for every business tax system (see Table 

7.15). For overall LS, business tax LS and the individual literacy of the relevant business 

tax system, the results demonstrate that in all instances the outcome is highly significant 

at p < .001. This suggests that overall LS, business tax LS and the LS for the individual 

business tax system all reliably predict service SBO confidence. This indicates that 

service SBOs are neither under-nor over-confident about their tax knowledge according 

to their individual literacy levels. These results are consistent with prior small business 

 
726 Ibid. 
727 Freudenberg et al. (n 7) 52. 
728 Roe and Law (n 638) 19.  
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research by Freudenberg et. al.,729 suggesting that SBO confidence and tax knowledge 

are aligned. The current findings, which support previous tax literacy research on 

Australian individuals,730 suggest that service SBOs are less likely to be under-or over-

confident about their tax and superannuation obligations. 

The results from comparing service SBO confidence in understanding income tax 

to financial statement LS and CAS LS demonstrate that a statistically significant 

relationship exists, with results of p < .001 for financial statement LS and .001 for CAS 

LS (see Table 7.15). The relationship of income tax confidence with financial statement 

LS and CAS LS is stronger than that found with the other business tax systems. 

Confidence in understanding PAYG withholding and GST when compared to financial 

statement LS measured a significant relationship of .013 and .001 respectively. For CAS 

LS the results of .006 and .001 were realised for confidence in understanding PAYG 

withholding and GST. This would tend to suggest that income tax law is the most 

complicated and that the uncertainty of service SBOs is evident regarding their ability to 

answer the income tax questions correctly. It appears that more work needs to be done to 

simplify or explain income tax law for SSSBs. The results exploring the relationship 

between service SBO confidence in understanding FBT and SG suggest that financial 

statement LS and CAS LS still reliably predicts SBO confidence; however, the 

relationship is not as strong as for the other three tax systems. Table 7.15 illustrates that 

FBT, when compared to financial statement LS, is significant at .025 and to CAS LS is 

.011, whereas for SG confidence the test outcomes were .015 and .016, respectively.  

For analysis of the data relevant for confidence in understanding the tax liability 

held in the bank account, compared to service SBO literacy, the results suggest that 

literacy reliably predicts confidence. A highly significant relationship of p < .001 is 

evident, compared to overall LS and business tax LS. The results also suggest that there 

is a linear relationship between confidence and financial statement LS and CAS LS, with 

a significance outcome of .009 and .002, respectively. These results indicate that the self-

determined confidence of service SBOs in understanding the amount of tax held in their 

bank account is associated with their actual literacy. This is reassuring: it demonstrates 

that if service SBOs have a high level of business tax literacy, they are more likely to 

have the cash to pay their tax liabilities. This should be an important finding for the ATO 

 
729 Freudenberg et al. (n 7) 52. 
730 Chardon, Freudenberg and Brimble (n 358). 
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and other relevant stakeholders, as it highlights that investing in the improvement of 

service SBO literacy could result in lower tax debts attributable to SSSB.731  

Table 7.15. The relationship between service SBO literacy (IV) and confidence in understanding tax 

(DV) 

LS and confidence in 

understanding tax 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

When GST is DV      

Overall LS  16.586 1 16.586 21.266 .000b 

Business tax LS  20.446 1 20.446 23.827 .000b 

GST LS 18.199 1 18.199 20.697 .000b 

Financial statement LS 6.364 1 6.364 6.422 .013b 

CAS LS  9.445 1 9.445 11.045 .001b 

When FBT is DV      

Overall LS  48.650 1 48.650 46.769 .000b 

Business tax LS 49.687 1 49.687 46.090 .000b 

FBT LS 47.929 1 47.929 43.370 .000b 

Financial statement LS  8.991 1 8.991 5.276 .025b 

CAS LS  11.465 1 11.465 6.819 .011b 

When Income Tax is DV      

Overall LS 28.262 1 28.262 31.363 .000b 

Business tax LS  27.103 1 27.103 28.537 .000b 

Income tax LS 22.763 1 22.763 22.920 .000b 

Financial statement LS  16.276 1 16.276 15.383 .000b 

CAS LS  12.380 1 12.380 11.467 .001b 

When SG is DV      

Overall LS 51.179 1 51.179 52.885 .000b 

Business tax LS 69.222 1 69.222 74.170 .000b 

SG LS 50.064 1 50.064 43.681 .000b 

Financial statement LS 9.868 1 9.868 6.195 .015b 

CAS LS 8.997 1 8.997 6.045 .016b 

When PAYG Withholding is DV      

Overall LS 41.593 1 41.593 52.458 .000b 

Business tax LS 52.021 1 52.021 64.928 .000b 

PAYG Withholding LS 42.728 1 42.728 47.473 .000b 

Financial statement LS 13.202 1 13.202 10.874 .001b 

CAS LS 9.303 1 9.303 7.932 .006b 

Tax liability held in the bank 

account 

     

Overall LS 41.471 1 41.471 33.917 .000b 

Business tax LS 50.863 1 50.683 40.156 .000b 

Financial statement LS 11.939 1 11.939 7.140 .009b 

CAS LS 15.512 1 15.512 10.175 .002b 

* DV = dependent variable, IV = independent variable 

Service SBO literacy and confidence in using CAS 

The widespread adoption of CAS since the introduction of the GST in Australia has 

resulted in significant changes in the recording of business transactions. Lignier and 

 
731 ATO Tax Debt (n 200).  
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Evans,732 Ness733 and Wu and Young734 have all identified that electronic recording of 

transactions can provide managerial benefits, not only in the form of keeping accounting 

and tax records, but also by potentially allowing for up-to-the-minute financial reporting 

for management purposes. However, results of Belle Isle and Freudenberg’s735 study, 

along with data collected in the case study (Stage 1), suggests that there is low 

engagement in creating and using financial reports generated in the CAS system. This has 

been attributed to the restricted knowledge of SBOs in terms of CAS reporting functions, 

as well as low financial statement literacy itself, which means that even if reports are 

generated, SBOs might not understand what the reports are telling them.  

To explore the use and understanding of CAS systems, the researcher asked SSSB 

participants to confirm what method of record keeping was used in their business. Figure 

7.5 demonstrates that twelve participants do not maintain a CAS system to keep a record 

of their business transactions, with five of those SSSB participants relying on their 

accountant or bookkeeper to carry out their record keeping. Six participants reported that 

they either use a paper-based system or do not have a system in place for recording 

transactions, and one participant suggested that they were unaware of what system was 

used. According to Ness736 and Wu and Young737, this could indicate that those twelve 

participants not maintaining their records electronically have a lower probability of 

success than those who do.  

The remaining 104 SSSB participants (90%) record their business activities 

electronically. Adoption of a CAS system in 90% of the SSSBs in the research appears to 

support earlier findings of Lignier738 and Lignier and Evans,739 who proposed that most 

small businesses in Australia use a CAS for recording their business transactions. Almost 

two-thirds of SSSB participants suggested that the CAS system utilised is a generic off-

the-shelf system. The use of Microsoft Excel (which is not technically a CAS system) 

followed, with 22% of businesses confirming they make use of this software to record 

 
732 Lignier and Evans (n 35) 642.  
733 Ness (n 11). 
734 Chunchi Wu and Allan Young, ‘Factors Resulting in Successes and Failures for Small Businesses in the 

Small Business Institute Program at Syracuse University’ (2003) 17(2) Economic Development Quarterly, 

205-211. 
735 Belle Isle and Freudenberg (n 5).  
736 Ness (n 11). 
737 Wu and Young (n 734). 
738 Lignier (n 42). 
739 Lignier and Evans (n 35). 
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their business transactions. The remaining 17 participants (16%) affirmed that their CAS 

system is tailor-made to suit their specific business operations. 

Figure 7.5. Method of recording business transactions by service SBO participants 

 

Source: Author’s depiction 

There is not much research examining SBO confidence in operating CAS systems 

in Australia has been published. The most recent study explored the broad statement of ‘I 

am confident using accounting software to manage my business’.740 The responses to this 

suggested that almost two-thirds of SBOs were confident in operating their CAS system 

to manage their business, whereas 14% rated their confidence as very poor and 4% gave 

a response of poor.  

Prior research suggests that SBOs lack of confidence or anxiety could result in low 

engagement in CAS activities that support cash flow management.741 As a consequence 

of this prior research, service SBO confidence in carrying out and understanding certain 

concepts in the CAS system was explored. SSSB participants were first asked if they are 

able to create financial reports in their CAS. The results suggest that slightly fewer than 

three-quarters of service SBOs believe they can, or actually do, generate financial reports 

from their CAS (see Table 7.16). In contrast, almost 30% of participants do not carry out 

this activity. Fifteen participants (14%) acknowledge that this is not an activity that they 

carry out, whereas the remaining participants either believe this task should be assigned 

to the business advisor or admit that they are uncertain about preparing financial reports 

 
740 Roe and Law (n 638) 19. 
741 Belle Isle, Freudenberg and Copp (n 4). 
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in the software system. These results broadly support the findings in the case study (Stage 

1), where 18% of participants proposed that they had never created a financial report 

using their CAS. The remaining 82% of case study SSSB participants suggested that they 

create at least one financial report, with most favouring the Profit and Loss statement.  

A theme uncovered in the expert interviews (Stage 2) was their concern that 

transactions were incorrectly recorded in CAS as a result of incorrect coding. In contrast, 

SBOs in the case study (Stage 1) were predominantly confident about the accuracy of 

their records in their CAS. The survey, therefore, explored whether service SBOs believe 

that they enter their transactions correctly. The responses in Table 7.16 illustrate that 

almost 90% of service SBOs agreed that their business transactions in the CAS are 

correctly recorded. In contrast, fewer than 5% of respondents indicated that they are not 

capable of recording transactions accurately; the remaining participants were unsure 

(2.9%) or suggested that record keeping was the role of the advisor (4.8%).  

The last three questions explored the usage and understanding of different functions 

available in the CAS. Service SBOs were first asked to acknowledge whether they make 

use of the functions in the CAS to help with the understanding of cash flow. The 

favourable responses were not as strong as for the previous questions, with only 60% of 

the service SBOs confirming that they have a better understanding of their cash flow as a 

result of information available in their CAS. This might be explained by responses from 

the case study (Stage 1), which identified that SBOs did not understand that keeping 

records of revenue and expenses, and of debtor and creditor invoicing, formed part of 

cash flow management. This could suggest that the SSSB participants are unaware of 

which functions in the CAS form part of or assist with cash flow management, and 

therefore they did not make use of these functions because of their lack of confidence in 

this area. 

Favourable responses to the question ‘I understood how the Chart of Accounts was 

set up in the CAS,’ were also recorded by 60% of participants, whereas respondents 

selecting ‘no’, ‘unsure’ and ‘advisors job’ were 15%, 14% and 11%, respectively. The 

final question posed to service SBOs was whether they recognised that some accounts in 

their CAS are linked to other accounts. Two-thirds of service SBOs suggest that they are 

aware that some transactions record information in accounts other than those visible when 

entering the information in the CAS system. However, one-quarter of participants 

indicate that they are not conscious of or are doubtful of their ability to recognise that 
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some accounts are linked to others in the CAS. This could confirm that experts have 

reason to be apprehensive about SBOs performing the initial set up of CAS.   

Table 7.16. Service SBO confidence in relation to the use of CAS 

I carry out or understand the 

following functions in the 

business CAS 

Yes 

N = 104 

(%) 

No 

N = 104 

(%) 

Unsure 

N = 104 

(%) 

Advisors 

Job 

N = 104 

(%) 

Create financial reports 75 

(72.1%) 

15 

(14.4%) 

7 

(6.7%) 

7 

(6.7%) 

Enter transactions correctly  91 

(87.5%) 

5 

(4.8%) 

3 

(2.9%) 

5 

(4.8%) 

Make use of CAS function to 

identify cash flow  

62 

(59.6%) 

19 

(18.3%) 

16 

(15.4%) 

7 

(6.7%) 

Know the setup of the chart of 

accounts  

62 

(59.6%) 

16 

(15.4%) 

15 

(14.4%) 

11 

(10.6%) 

Some accounts are linked to 

others 

70 

(67.3%) 

13 

(12.5%) 

15 

(14.4%) 

6 

(5.8%) 

 To determine whether service SBOs confidence is supported by their literacy, 

statistical analysis was performed comparing the confidence questions and the LSs to 

satisfy H19. It should be acknowledged that, for testing, one-way ANOVA (as an 

alternative to simple linear regression) was carried because the answer format was not in 

Likert scale for the CAS confidence questions. The results in Table 7.17 demonstrate that, 

in terms of confidence in understanding and carrying out activities in CAS, CAS LS 

appears to be more likely to have a linear relationship to confidence than the other LSs 

have. For instance, CAS LS has a linear relationship with four of the five statements when 

tested at .05 significance, whereas the results illustrate that the significance of the other 

scores - overall LS, business tax LS and financial statement LS - are only linearly related 

to two or fewer of the statements posed. CAS LS, when compared to confidence, is highly 

significant in creating financial reports, in understanding how the Chart of Accounts are 

set up and in recognising that some accounts are linked to other accounts, with a result of 

p < 0.001 for all three ANOVA tests. Comparing confidence in using functions in CAS 

to help identify business cash flow and CAS LS shoes there is a strong relationship, with 

a significance result of .005. This suggests that service SBOs are primarily neither under-

nor over-confident about their ability to use and understand the CAS for cash flow 

management. This could be beneficial to the cash flow management of SSSBs, as it is 

unlikely that service SBOs will perform CAS activities outside the scope of their 

knowledge, which could prevent the inaccurate recording of transactions. This could 

provide advisers with an opportunity to improve or educate service SBOs regarding their 

use of functions for cash flow management that are not within their current knowledge.  
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Confidence in the use and understanding of CAS, when compared to financial 

statement LS, shows a strong linear relationship with understanding how the Chart of 

Accounts are set up, and how some accounts are linked to others in the CAS system. The 

outcome of significance testing at a level of .05 gives results of .003 and .008, 

respectively. All other statements related to confidence in using CAS, do not appear to 

have a linear relationship with financial statement LS, which could suggest that service 

SBO confidence in using functions in CAS for cash flow management does not align with 

their financial statement literacy.   

In terms of overall LS, Table 7.16 demonstrates that a linear relationship is evident 

for service SBO confidence in believing that they enter their transactions accurately in 

CAS, with a significance result of .020. However, overall LS does not appear to be related 

to how confident service SBOs are in carrying out the other activities explored. The 

outcome of testing service SBO confidence in the use and understanding of CAS 

functions compared to business tax LS suggests that business tax literacy does not 

influence service SBO confidence in operating CAS.   
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Table 7.17. The relationship between service SBO literacy (IV) and confidence in understanding 

how to operate CAS (DV) 

LS, confidence and operating CAS Sum of 

Squares 

df Mean 

Square 

F Sig. 

Create financial reports (DV)      

Overall LS 4.550 32 .142 1.019 .464 

Business tax LS 3.776 24 .157 1.172 .300 

Financial statement LS  .977 7 .140 .993 .442 

CAS LS 4.127 10 .413 3.893 000 

Enter Transactions correctly (DV)       

Overall LS 2.290 32 .072 1.840 .020 

Business tax LS 1.216 24 .051 1.021 .454 

Financial statement LS  .267 7 .038 .750 .630 

CAS LS .500 10 .050 1.003 .448 

Make use of most of the functions that 

help identify business cash flow (DV) 

     

Overall LS 7.210 31 .233 1.554 .082 

Business tax LS 4.650 23 .202 1.165 .313 

Financial statement LS  2.225 7 .318 1.884 .084 

CAS LS 4.167 10 .417 2.811 .005 

How the Chart of Accounts are set up 

(DV) 

     

Overall LS 5.5551 31 .179 1.149 .328 

Business tax LS 5.060 23 .220 1.551 .094 

Financial statement LS  3.064 6 .551 3.756 .003 

CAS LS 4.941 10 .494 4.257 .000 

That some accounts are linked to other 

accounts (DV) 

     

Overall LS 4.514 31 .146 1.151 .322 

Business tax LS 4.014 23 .175 1.481 .114 

Financial statement LS  2.400 7 .343 3.003 .008 

CAS LS 3.540 9 .393 3.868 .000 
* DV = dependent variable, IV = independent variable 

In summary, to understand whether service SBO confidence is predicted by their 

literacy, various tests were carried out relevant to the LSs created in the research. Service 

SBO confidence in the ability to implement cash flow management systems and activities 

was high. This confidence appeared to be consistent with service SBO literacy, as a linear 

relationship existed between each activity and each LS. Overall, this suggests that service 

SBO confidence aligns with their financial statement literacy, their CAS literacy and their 

business tax literacy.  

Service SBO confidence relevant to using financial statements to determine 

business health and to predict future cash flows were also examined. Mean confidence 

scores imply that service SBOs are confident about their ability to determine business 

profit and business performance; however, they are not as certain of their competence in 

cash forecasting. Comparison of confidence in the use of financial statements to the 

literacy of service SBOs suggests that cash forecasting is not consistent with the literacy 
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of service SBOs. A linear relationship with any of the four LSs was not evident for service 

SBO confidence when determining cash inflow or outflow. In contrast, service SBO 

confidence in using financial statements to determine business performance can be 

predicted by all LSs. Confidence of service SBOs in determining business profit can also 

be explained by overall LS and business tax LS. The test outcomes could imply that 

service SBOs are more self-confident when relying on financial statements for those 

business activities that have already occurred in the past than for those that are uncertain 

in the future.  

Confidence of service SBOs in their understanding of business tax was found to be 

highest for GST, followed in order by PAYG withholding, income tax and SG. In terms 

of FBT, the mean value of service SBO confidence was classified as just below neutral, 

which suggests that service SBOs are neither under- nor over-confident about their 

understanding of FBT. Confidence in determining the tax liability held in the bank 

account was also explored, with slightly fewer than 60% of service SBOs confirming that 

they are confident in their ability to calculate the taxable portion of their bank balance. 

Service SBO confidence was then compared to LSs using simple linear regression. The 

test outcomes suggest that service SBO confidence in understanding business tax and 

determining the tax liability in the bank account is explained by service SBO literacy 

levels. All LSs were found to be linearly related to confidence in this area. This suggests 

that service SBOs are not under- or over-confident about their understanding of business 

tax and that the confidence of service SBOs can be predicted by their literacy. 

Service SBOs’ confidence in operating and understanding the functions of CAS 

was also examined. A large portion of service SBOs are confident in their ability to enter 

transactions correctly in their CAS. Just over two-thirds of service SBOs confirm their 

confidence in generating reports and in understanding that some accounts in the CAS are 

linked to others. However, service SBOs were not as confident in using CAS for cash 

flow management and in understanding how the Chart of Accounts is set up. Only three 

in every five SSSB participants felt that their understanding of these functions was 

adequate. When comparing confidence to LSs, the test outcomes confirm that CAS LS 

explains confidence in all functions apart from entering transactions correctly in CAS. 

With respect to the other LSs, financial statement LS was found to have a linear 

relationship with understanding how the Chart of Accounts is set up and knowing that 
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some accounts are linked to others in the CAS system. For overall LS, a linear relationship 

was only evident with entering transactions correctly.  

The results examining the relationship between confidence and literacy, suggest 

that confidence in implementing cash flow management systems, in understanding 

business tax and in determining business performance can be predicted by all LSs. This 

outcome suggests that service SBO confidence in these areas is accurately aligned to 

business tax, financial statement and CAS literacy, as well as the combination of the 

overall literacy acquired in these three areas. This would suggest that when literacy is 

low, confidence is also low, and conversely with high literacy and high confidence.  

7.3.4 Service SBO literacy and perception 

To examine the importance that service SBOs place on different concepts to 

understand, improve or control cash flow, in terms of understanding financial statements, 

CAS and business tax, SSSB participants were asked to record their feelings about a 

variety of statements. These responses explored service SBOs’ perception about benefits 

and/or burdens to cash flow from the three areas of literacy focused on in this research. 

Perception responses were then compared to LSs to determine if the feedback by service 

SBOs has a relationship with their knowledge. This was thought to be useful, given that 

a person’s perceptions about something could influence their future behaviour.742  

Service SBO literacy and usefulness of financial statements  

Use of financial statements in small businesses has been found to have a positive 

relationship with improved performance and with the capacity to make informed 

decisions.743 However, research suggests that SBOs often undervalue the information that 

can be obtained from financial statements.744 In order to determine service SBO 

perception of the usefulness of financial statements, questions in the survey explored the 

extent that SSSB participants rated financial statements as being a worthwhile instrument 

for cash flow management and to determine cash flow.  

Service SBOs were first asked if they consider financial statements to be useful for 

the management of cash flow. Participants were able to select an answer within a scale of 

strongly disagree to strongly agree or to select an alternate response categorised under the 

 
742 Melissa J. Ferguson and John A. Bargh, ‘How Social Perception Can Automatically Influence Behavior’ 

(2004) 8(1) Trends in Cognitive Sciences, 33-39. 
743 Bruhn and Zia (n 301) 234 and 248. 
744 Halabi, Barrett and Dyt (n 6) 171. 
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heading of ‘not applicable’ (see Table 7.18). The results were significantly positive for 

all financial statements, with the balance of the bank account being the highest rated 

financial instrument. This supports the findings of the case study (Stage 1) and of the 

expert interviews (Stage 2), where respondents confirmed that SBOs place significant 

importance on information from the bank account as an indicator of cash availability. 

Service SBO reliance on cash levels in the bank was justified by participants due to the 

real-time availability of the information. This supports prior research that found that small 

businesses use the bank balance as a measure of cash availability and performance.745  

The results, excepting those related to the importance of the bank balance, appear 

to be more favourable than the feedback collected in the case study (Stage 1). The case 

study responses suggest that three in every five service SBOs place minimal value on the 

use of financial statements for cash flow management. In the case study also, almost 80% 

of service SBOs had implied that they place no value on preparing a cash budget. In 

contrast, of the 95 SSSB participants who registered an answer other than not applicable 

in the survey, more than 90% believe that preparation of a cash budget is useful to the 

management of cash flow. Similarly, the Balance Sheet and Statement of Cash Flow were 

undervalued in the case study, whereas the survey responses suggest that these statements 

are favourable to cash flow, with 76% and 85% of affirmative responses recorded 

respectively. Responses relating to the Profit and Loss Statement suggest that service 

SBOs in the survey place a higher value on the usefulness of this financial statement than 

that recorded in the case study. Almost two-thirds of participants viewed the Profit and 

Loss Statement as beneficial in the case study, and 85% suggested it was valuable for 

cash flow management in the survey. These results appear to indicate that service SBOs 

value information contained in financial statements.  

 
745 Ibid 167-74.  
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Table 7.18. Perception of service SBOs of the usefulness of financial statements for cash flow 

management  

Usefulness of 

financial 

statements for cash 

flow management 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

Prepare cash budget 21 2 

(2.1%) 

2 

(2.1%) 

3 

(2.6%) 

45 

(47.9%) 

42 

(44.7%) 

Balance Sheet  15 4 

(4.0%) 

7 

(6.9%) 

13 

(11.2%) 

46 

(45.5%) 

31 

(30.7%) 

Profit and Loss 

Statement  

11 2 

(1.9%) 

3 

(2.9%) 

11 

(9.5%) 

47 

(44.8%) 

42 

(40.0%) 

Statement of cash 

flows 

15 5 

(5.0%) 

2 

(2.0%) 

8 

(7.0%) 

41 

(41.0%) 

44 

(44.0%) 

Knowing the 

balance of the bank 

account  

1 2 

(1.7%) 

1 

(0.9%) 

4 

(3.4%) 

44 

(38.3%) 

64 

(55.7%) 

* Note: ‘not applicable’ is not included in the percentage calculations due to the other responses being part of 

a Likert scale (which are then used for statistical analysis).   

Perception of the usefulness of financial statements was then compared to LSs to 

ascertain if responses were aligned to the literacy held by service SBOs (H15). Table 7.19 

displays the results of the simple linear regression tests carried out at a .05 level of 

significance. The test outcomes suggest that the benefits service SBOs envisage from 

using financial statements for cash flow management are not consistent with their actual 

literacy levels. This could imply that financial statements are valued by service SBOs, 

regardless of their individual ability to extract meaningful information to determine their 

business cash flow situation. The only test outcome that resulted in a linear relationship 

was between CAS LS and the usefulness of the Statement of Cash Flow, with a result of 

.042. The outcome of the regression tests relevant to financial LS could also indicate that, 

although service SBOs confirm that financial statements are useful for cash flow 

management, they may not put this into practice in their business. Financial statement LS 

was confirmed to have the highest mean score of all LSs. The perception of the usefulness 

of financial statements was significantly high, so it was envisaged that financial statement 

LS would likely predict service SBO perception. These results could suggest that not all 

service SBOs who value financial statements have a level of literacy that allows them to 

extract meaningful information from them for cash flow management. This could be a 

positive outcome of the research, as even though service SBOs may not have a level of 

literacy to understand financial statements today, the importance they place on financial 

statements for cash flow management could potentially motivate them to increase their 

literacy in the future. Whether this is the case could be the subject of future research.   
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Table 7.19. The relationship between service SBO literacy (IV) and perception about the usefulness 

of financial statements (DV) 

LS, perception and usefulness of 

financial statements to cash flow 

management 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

Preparation of a cash budget (DV)      

Overall LS .821 1 .821 1.186 .279b 

Business tax LS .195 2 .195 .289 .592b 

Financial statement LS .003 1 .003 .004 .947b 

CAS LS 1.113 1 1.113 1.616 .207b 

The Balance Sheet (DV)      

Overall LS .276 1 .276 .247 .620b 

Business tax LS 2.016 1 2.016 1.895 .172b 

Financial statement LS 1.397 1 1.397 1.305 .256b 

CAS LS 2.382 1 2.382 2.181 .143b 

The Profit and Loss Statement (DV)      

Overall LS .030 1 .030 .038 .845b 

Business tax LS .166 1 .166 .216 .643b 

Financial statement LS .046 1 .046 .060 .807b 

CAS LS .219 1 .219 .276 .601b 

The Statement of Cash flow (DV)      

Overall LS .139 1 .139 .127 .723b 

Business tax LS .352 1 .352 .339 .561b 

Financial statement LS .000 1 .000 .000 .997b 

CAS LS 4.465 1 4.465 4.255 .042b 

The balance of the bank account (DV)      

Overall LS .037 1 .037 .060 .806b 

Business tax LS .378 1 .378 .645 .423b 

Financial statement LS .055 1 .055 .094 .706b 

CAS LS .009 1 .009 .014 .905b 

* DV = dependent variable, IV = independent variable 

Service SBO literacy and perception of tax on cash flow 

Service SBO perception about the impact of business tax on cash flow was explored 

by looking at the imposition of tax administration and at possible scenarios that could 

alter the burden of tax on cash flow. Some of the statements included arose from the 

feedback of service SBOs in the case study.  

The case study findings established that some service SBOs advocate that paying 

PAYG withholding on a more regular basis reduces the impact on cash flow. As a result, 

the survey examined service SBOs’ perception to determine whether they thought regular 

payment of PAYG withholding would influence the management of cash flow (see Table 

7.20). The results of comparing businesses that report for PAYG withholding who 

responded strongly/agree with those who strongly/disagree do not align with the case 

study results. Just over half (52%) of the participants responding to the statement related 

to PAYG withholding do not believe that paying the liability more often would be 

favourable to managing cash flow; in comparison, 24% believe it would be beneficial. 
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This could imply that a large portion of service SBOs are unlikely to support a mandatory 

change in reporting PAYG withholding on a more regular basis.  

Table 7.20. Service SBO perception of tax concepts that influence cash flow 

I think the 

following 

activities 

influence 

cash flow 

Not 

Applicable 

Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

Paying 

PAYGW more 

often 

25 17 

(18.7%) 

30 

(33.0%) 

22 

(24.2%) 

15 

(16.5%) 

7 

(7.7%) 

Paying SG 

more often 

37 18 

(22.8%) 

21 

(26.6%) 

14 

(17.7%) 

19 

(24.1%) 

7 

(8.9%) 

Numerous tax 

liabilities  

15 8 

(7.9%) 

22 

(21.8%) 

25 

(24.8%) 

27 

(26.7%) 

19 

(18.8%) 

Paying taxes 

late 

12 7 

(6.7%) 

15 

(14.4%) 

14 

(13.5%) 

55 

(52.9%) 

13 

(12.5%) 

Tax payment 

dates 

13 11 

(10.7%) 

27 

(26.2%) 

33 

(32.0%) 

24 

(23.3%) 

8 

(7.8%) 
* Note: ‘not applicable’ is not included in the percentage calculations due to the other responses being part of a Likert 

scale (which are then used for statistical analysis). 

Figure 7.6 demonstrates the relationship between reporting PAYG withholding 

more often and the reporting cycle of those SSSB participants with PAYG withholding 

obligation. For participants who report monthly, 57% believed more frequent payment of 

PAYG withholding would not help with the management of cash flow. The responses 

from quarterly reporters, as a percentage are almost the same as those who are monthly, 

with 58% of participants disagreeing or strongly disagreeing. The small number of 

responses from SSSB participants reporting yearly means that discussing their perception 

of the benefits of changing payment cycles is difficult. Nevertheless, the data suggest that, 

regardless of whether participants report monthly or quarterly, service SBOs do not see 

any benefit in reporting more frequently. 
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Figure 7.6. Comparison of reporting cycle and payment of PAYG withholding on a more regular 

basis 

 

Source: Author’s depiction 

Service SBOs engaged in the case study were asked to discuss any concerns they 

experienced from complying with SG. Few comments were relayed, with only one 

participant expressing concerns about the financial burden of paying SG every three 

months. The remaining responses related to the use of clearing houses and the belief that 

if SG was paid at the same point in time as PAYG withholding payments were made to 

employees, it would reduce the burden on cash flow. Because SG is reliant on reporting 

for PAYG withholding, a similar question was posed to participants about whether it was 

beneficial to remit the SG liability on a more regular basis. It appears, when comparing 

the affirmative and negative responses, that although most respondents disagree, the 

difference between the number of SSSB participants who agree and those that disagree is 

not as substantial compared to the results for PAYG withholding. Just under half of the 

responding SSSBs either disagree or strongly disagree that paying their SG liability more 

often would be beneficial to the management of cash flow (see Table 7.20). In contrast, 

approximately one-third propose that paying the liability more frequently would be an 

advantage to cash flow. However, almost one-third of the SSSB participants responded 

with not applicable, this could imply that participants are unsure or apprehensive about 

whether benefits could be realised. 
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Separating the responses according to those participants who have a SG obligation 

demonstrates that businesses reporting on a monthly basis have varying views on whether 

increasing reporting would influence cash flow (see Figure 7.7). In contrast, the results 

demonstrate a resistance by quarterly remitters to report and pay SG liability more 

frequently. However, this perception could be a result of quarterly reporters never having 

the opportunity to experience increased reporting opportunities, and therefore any 

proposal to increase it would need to be justified by the likely benefit that could be 

realised. 

Figure 7.7. Comparison of reporting cycle and payment of SG on more regular basis. 

  

Source: Author’s depiction 

Small businesses earning less than $10 million were responsible for $15 billion of 

the overall ATO tax debt in 2018, so it was important to investigate service SBO 

knowledge about the effects of incurring a debt with the ATO.746 The research has already 

established that just over one-third of participants have entered into a payment 

arrangement with the ATO in order to settle their tax liabilities (see Figure 6.3). This 

could indicate that one-third of SSSB participants have had cash flow problems, in being 

able to pay their tax obligations on time. In contrast, 68 participants (60%) suggested that 

they have either always settled their business tax obligations on time or, alternatively, if 

they are paying late, they are doing so before the ATO takes any recovery action. Given 

 
746 ATO Tax Debt (n 200). 
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that late reporting and payment can be subject to fines and penalties, service SBOs were 

asked if they believed that paying tax late causes any negative consequences to their cash 

flow.747 The results shown in Table 7.20 demonstrate that 68 SSSB participants (65%) 

identify that paying and reporting a business tax liability after the due date can place extra 

strain on business cash flow. It is unclear if those not agreeing to the statement are aware 

that reporting and paying tax liabilities late can result in the ATO issuing a penalty of up 

to 20 penalty units.748 A penalty can be charged on each occurrence that a business fails 

to comply and the current value of a penalty unit under Commonwealth Law is $210.749 

Effectively this could suggest that a business could incur a penalty of up to $4,200 on 

each occasion of being late lodging a business tax assessment. In respect to the influence 

of ‘the number of tax liabilities’ and ‘the date for payment of tax liabilities’, as discussed 

earlier, service SBOs believe that cash flow is influenced by the timing of business tax 

payments. Overall, just under one half of service SBOs feel that the number of business 

tax liabilities that they report and pay has a negative impact on the cash flow of their 

business. According to more than one-third of the service SBOs, the dates for payment of 

tax liabilities have no detrimental effect on cash flow relating to when business tax 

payments are due.  

To satisfy H14 and determine whether service SBO perception of business tax 

systems is supported by actual literacy, statistical analysis was carried out on the tax 

perception statements compared to the LSs. The results of simple linear regression testing 

at a significance level of .05 can be found in Table 7.21. The outcome of the testing 

implies that only one test of the twenty carried out, found a linear relationship between 

two variables. Paying PAYG withholding more often is linearly related to business tax 

LS, at the significance of .043. All other test results, as displayed in Table 7.21, show that 

service SBO perception is not significantly related to their literacy. This could suggest 

that service SBO perception is not driven by knowledge acquisition and might be more 

closely aligned to whether service SBOs envisage possible benefits or burdens of business 

tax concepts on their cash flow.  

 
747 Tax Administration Act 1953 (Cth) s 8C and s8E (‘TAA’).  
748 Ibid s8E. 
749 Crimes Act 1914 (Cth) s4AA (‘Crimes Act’). 
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Table 7.21. The relationship between service SBO literacy (IV) and perception of how tax can 

influence cash flow (DV) 

LS, perception and the influence of tax 

on cash flow 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

Paying PAYG Withholding more often 

(DV) 

     

Overall LS 3.08 1 3.088 2.079 .153b 

Business tax LS 5.775 1 5.775 4.221 .043b 

Financial statement LS 5.384 1 5.384 3.923 .051b 

CAS LS 2.163 1 2.163 1.445 .233b 

Paying SG more often (DV)      

Overall LS .056 1 .056 .031 .860b 

Business tax LS 1.233 1 1.233 .722 .398b 

Financial statement LS .182 1 .182 .106 .746b 

CAS LS 3.289 1 3.289 1.876 .175b 

The number of tax liabilities makes it 

difficult to manage cash flow (DV) 

     

Overall LS .001 1 .001 .001 .981b 

Business tax LS .445 1 .445 .295 .588b 

Financial statement LS .132 1 .132 .087 .768b 

CAS LS 1.103 1 1.103 .665 .417b 

Reporting tax liabilities late is negative 

to cash flow (DV) 

     

Overall LS .880 1 .880 .688 .409b 

Business tax LS .286 1 .286 .235 .629b 

Financial statement LS 3.517 1 3.517 2.978 .087b 

CAS LS .419 1 .419 .327 .569b 

The date that tax liabilities are due have 

a negative effect on cash flow (DV) 

     

Overall LS .731 1 .731 .567 .453b 

Business tax LS 1.414 1 1.414 1.144 .287b 

Financial statement LS .361 1 .361 .289 .592b 

CAS LS .959 1 .959 .745 .390b 
* DV = dependent variable, IV = independent variable 

Service SBO literacy and CAS usefulness to understand cash flow 

Previous research by Belle Isle and Freudenberg750 indicates that SBOs are not 

using their CAS to manage or understand their cash flow. The survey, therefore, posed 

questions to service SBOs about the usefulness of CAS for cash flow and business 

management, in order to explore the perceived benefits received by participating SSSBs. 

Service SBOs were initially asked if CAS was beneficial in helping to determine the cash 

flow position of their business. More than three-quarters of respondents affirmed that 

CAS is valuable in helping to determine the status of their cash flow (see Table 7.22). 

This result is comparable to the number of affirmative responses given in the case study 

(Stage 1), where 81% of SSSB participants recognised CAS as being instrumental in 

assisting their cash flow understanding. The remaining SSSB participants suggested that 

 
750 Belle Isle and Freudenberg (n 5). 
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they either do not recognise their software as being advantageous for determining cash 

flow or are unsure about whether there is a recognisable benefit. 

The case study in Stage 1 also found that 100% of SBOs place significant 

importance on CAS for the effective operation of their business. As a result, this 

relationship was explored in the survey, where service SBOs were asked if CAS was 

‘useful in ensuring the effective operation of their business’. As illustrated in Table 7.22, 

the affirmative responses were not as strong as found in the case study, although they 

were still high, with 81% of service SBOs suggesting that they recognise a benefit. The 

remaining 19% gave negative responses, with just over 10% being doubtful as to whether 

a benefit is received, and 9% denying that CAS contributes to the efficient operation of 

their business.  

The final question explored whether service SBOs identify CAS as assisting with 

‘maintaining accurate record keeping’. This relationship was explored in both the expert 

interviews in Stage 2 and the case study of SSSBs in Stage 1. During the expert 

interviews, most experts suggested that small business record keeping is more reliable as 

a result of CAS. The results of the survey are comparable to expert feedback, with almost 

all service SBO participants believing that their records are accurate due to recording 

transactions in CAS. These findings also support the case study responses, which 

acknowledged that SBOs recognised significant benefits from using CAS to maintain 

financially accurate records of revenue and expenses and of debtor and creditor invoicing. 

Table 7.22. Usefulness of CAS identified by service SBOs 

CAS is useful to True 

N = 104 

(%) 

False 

N = 104 

(%) 

Unsure 

N = 104 

(%) 

Understanding cash 

flow position 

79 

(76%) 

16 

(15.4%) 

9 

(8.7%) 

Effective business 

operation  

84 

(80.8%) 

9 

(8.7%) 

11 

(10.6%) 

Accurate record 

keeping  

101 

(97.1%) 

0 

(0.0%) 

3 

(2.9%) 

The perceived benefit (or burden) of the use of CAS for cash flow management was 

then compared to the actual literacy of service SBOs to address H16. As previously 

discussed for statistical analysis between CAS and confidence, testing was carried out 

using oneway ANOVA rather than simple linear regression. For the first two statements, 

whether CAS is useful ‘to understand the cash flow position of my business’ and ‘for the 

effective operation of my business’ the results in Table 7.23 illustrate that a linear 
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relationship only exists when CAS LS is compared to the responses for, CAS is useful 

‘for effective operation of my business’ at a significance result of .034. Regarding the 

statement that CAS is useful ‘for accurate record keeping,’ the test results in Table 7.23 

show an unexpected outcome. The results of this question in Table 7.22 show that a total 

of 101 ‘yes’ and 3 ‘unsure’ responses were recorded. Preparing the data for testing means 

the unsure responses are removed, which in this situation leaves all remaining responses 

as ‘yes.’ As a result, it is impossible to calculate a mean difference for this statement in 

order to compare the mean to the LSs.  

Table 7.23. The relationship between service SBO literacy (IV) and perception of the usefulness of 

CAS for cash flow management (DV) 

LS, perception and usefulness of 

CAS for cash flow management 

Sum of 

Squares 

df Mean 

Square 

F Sig. 

To understand cash flow position 

(DV) 

     

Overall LS 4.743 33 .144 1.024 .457 

Business tax LS 2.836 24 .118 .790 .736 

Financial statement LS .914 7 .131 .917 .498 

CAS LS 2.394 10 .239 1.843 .065 

For effective operation of my 

business (DV) 

     

Overall LS 2.496 33 .076 .792 .763 

Business tax LS 2.105 24 .088 .990 .490 

Financial statement LS .439 7 .063 .693 .678 

CAS LS 1.652 10 .165 2.091 .034 

For accurate record keeping (DV)      

Overall LS .000 33 .000 - - 

Business tax LS .000 24 .000 - - 

Financial statement LS .000 7 .000 - - 

CAS LS .000 10 .000 - - 
* DV = dependent variable, IV = independent variable  

7.4 SUMMARY OF THE SURVEY FINDINGS 

In terms of the effect of service SBO literacy on cash flow, the sources of advice of 

SSSBs were explored first. The results confirm that SSSBs predominantly rely on 

accountants to acquire the relevant knowledge to carry out business activities. Other 

important sources of advice appear to be CAS, bank statements, the internet and the ATO. 

The frequency of engaging accountants and tax agents was also investigated. It appears 

that tax compliance could be the motivation for securing advice, as most SSSB 

participants make use of accountants or tax agents fewer than five times per year.  

The researcher investigated business activities that can be implemented to promote 

faster cash inflow and to limit the amount of cash outflowing. It appears that for 

management of cash flow, SSSBs rely on the cash inflow activity of contacting customers 
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about outstanding invoices to a greater extent than on any other activity. In terms of 

outgoing cash, the results suggest that service SBOs might value the relationship they 

have with their suppliers to the detriment of improving their business cash flow. More 

than three-quarters of the participants convey that they always have enough cash on hand 

to settle supplier accounts in a timely manner.  

The implementation of cash flow activities was then compared to the LSs of the 

service SBOs to determine whether employing these activities is motivated by service 

SBO literacy. The outcome of testing principally suggests that employing cash activities 

cannot be predicted by service SBO literacy. For cash inflow activities, the strongest 

relationship existed for contacting customers regarding outstanding invoices, which was 

linearly related to all LSs. With respect to cash outflow activities, overall LS, business 

tax LS and CAS LS were found to have a linear relationship to ‘always having enough 

cash to pay suppliers. 

Service SBOs confidence in their ability to implement effective cash flow 

management systems was then examined. Findings suggest that service SBOs are mostly 

certain that they are carrying out the necessary activities to support cash flow. Favourable 

responses were very high about their ability to maintain accurate records of debtors and 

creditors and of revenue and expenses. Confidence in establishing effective cash flow 

management systems was then compared to service SBO literacy. The test outcomes 

suggested that all four LSs can predict the confidence of service SBOs in effectively 

employing cash flow management systems. This suggests that cash flow management 

systems employed by SSSBs may be only as sophisticated as the level of literacy of the 

service SBO.  

For an understanding of financial statements, service SBO confidence in using 

financial statements for cash flow management was explored. The focus of the use of 

financial statements was in determining past business profitability and the possibility of 

prosperity in the future. Only 5% of service SBOs suggested that they were not confident 

in determining past business performance and business profit. In contrast, confidence in 

predicting future cash inflow and outflow was confirmed by just over two-thirds of 

service SBOs. When confidence was compared to service SBOs’ literacy, the results 

suggest that confidence in cash forecasting cannot be explained by any of the LSs of the 

service SBOs. In comparison, confidence in calculating business profit is linearly related 

to all LSs, with a strong relationship evident between overall LS and business tax LS, 
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which were also found to be significantly related to determining past business 

performance.  

Service SBOs’ perception was examined to investigate the importance that they 

place on the use of financial statements for cash flow management. The balance of the 

business bank account was considered the most useful source of information for cash flow 

management. After the bank balance, service SBOs had high regard for creating a cash 

budget for cash flow management purposes. Two financial statements, the Statement of 

Cash Flow and the Profit and Loss Statement were equally valued, and the Balance Sheet 

was supported by more than three-quarters of participants. Comparison of service SBO 

literacy to their perception about the usefulness of financial statements for cash flow 

management predominantly confirmed that perception is not explained by service SBO 

literacy. Only one test of the sixteen carried out resulted in a significant linear 

relationship, that between the Statement of Cash Flows and CAS LS. Considering that 

service SBOs place a high value on the use of financial statements for cash flow 

management, investing in the improvement of their literacy could be advantageous for 

increasing the use of financial statements in the future.  

Regarding service SBOs’ confidence in their business tax knowledge, more 

participants were certain of their knowledge of GST than of any other business tax system. 

For income tax, PAYG withholding and SG, SSSB participants are relatively confident, 

with almost three-quarters suggesting they have a good understanding of these tax 

systems. For FBT, however, responses suggest that service SBOs lack confidence about 

their understanding of this tax system. This could be due to the low number of SSSB 

participants reporting for FBT, or it could result from service SBOs’ lack of ability to 

identify when they have an FBT obligation. The final tax confidence question related to 

service SBOs’ ability to identify the value of the tax liability held in the business bank 

account. Just under 60% of SSSB participants believe that they can confidently identify 

the amount of money that relates to tax liabilities held in their cash at bank.  

Service SBOs’ confidence in understanding business tax systems was then 

compared to the four LSs. The outcome of this testing suggests that, regardless of the tax 

system, service SBO confidence can be predicted by all four LS: overall LS, business tax 

LS, financial statement LS and CAS LS. Testing of the individual business tax score 

relevant to the tax system was also carried out, with a highly significant result. Literacy, 

when compared to confidence in determining the tax liability in the bank account, was 



  

Chapter 7: Service small business owner literacy, resource-based theory, confidence and perception 270 

also found to be linearly related. If literacy explains SBO business tax confidence, the test 

outcomes suggest that more engagement needs to be made to improve literacy for all tax 

systems. Particular attention should be paid to FBT and the determination of the value of 

tax liabilities in the bank account. Given that service SBOs are most confident with GST, 

which service SBOs would interact with on a regular basis, it could be advantageous to 

increase interaction with other business taxes on a more regular basis, as a solution to 

improving literacy. An unfavourable outcome of increasing the regularity of dealing with 

other taxes however would be the time burden that would be placed on service SBOs, 

who could already be time poor.  

Perception of service SBOs was then examined, with a focus on possible business 

tax administration concepts that could be implemented or that are currently in place to 

assist cash flow. Examination of perception was about whether cash flow is impacted by 

the multitude of tax liabilities and the dates those liabilities are due for payment. Service 

SBOs believe that having so many business tax liabilities is detrimental to cash flow, 

however, they do not agree that numerous tax liabilities have an unfavourable effect on 

cash flow. Service SBOs were asked to comment on whether remitting tax liabilities after 

the due date could result in negative consequences to cash flow. More than three-quarters 

of service SBOs perceived that this could be a likely outcome. Examined also was the 

possibility of whether paying a PAYG withholding and SG liability more often would be 

a favourable activity to help with cash flow management. Regardless of whether 

businesses reported monthly or quarterly for PAYG withholding, service SBOs did not 

perceive there would be any benefit to cash flow from initiating a more regular payment 

cycle. For SG, quarterly reporters suggested that reporting and paying their liability would 

not assist with managing cash flow. Comparing service SBO perception and literacy 

found that all tests resulted in a non-linear relationship except a linear relationship 

existing between paying a PAYG withholding liability more often and business tax LS. 

This suggests that service SBO perception of the way that business tax is administered 

cannot be explained by the level of literacy of service SBOs. This could imply that 

perception is influenced by other emotions or factors that service SBOs have about 

business tax, rather than the knowledge they have acquired of business tax systems It 

could also imply that their responses to the business tax perception questions do not 

accurately reflect which business tax administration and concepts could support the cash 

flow of their business.  
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To ascertain the uptake of CAS by the SSSB participants, the method for recording 

transactions was also explored. The results confirm that electronic recording of 

transactions is carried out by 104 of the participant business, with 81 recording in a CAS 

and 23 using Microsoft Excel. For service SBOs operating a CAS, confidence was 

explored in terms of operating and understanding the setup of the CAS system. The results 

confirm that service SBOs are very positive about their ability to record transactions 

accurately in their CAS. More than two-thirds are certain that they can create financial 

reports and that some accounts are linked to others in CAS. However, only 60% of service 

SBOs believe that they are able to use all of the functions in their CAS to determine the 

cash flow status of their business or of understanding how the Chart of Accounts is set 

up. When comparing service SBO confidence to literacy, the test outcomes confirm that 

CAS LS is significantly related to all functions other than confidence in entering 

transactions correctly. Financial statement LS was also found to predict confidence in 

understanding how the Chart of Accounts is set up and that some accounts are linked to 

others. Overall LS and business tax LS were both found to have minimal or no 

relationship with using and understanding CAS.   

The perception of service SBOs was explored in terms of the usefulness of CAS for 

cash flow management activities. A significant number of participants identified CAS as 

being instrumental in allowing for accurate record keeping. More than three-quarters of 

respondents agreed that CAS was advantageous for activities such as the usefulness of 

CAS to determine cash flow position and the effective operation of the business. When 

determining if the perception of service SBOs can be explained by their literacy, the test 

outcomes confirm that perception of CAS being useful for the effective operation of the 

business can be predicted by CAS LS. Testing of whether CAS is useful for accurate 

record keeping compared to literacy could not compute a result because all service SBOs 

confirm that they value CAS in performing this function. 

7.5 CONCLUSION 

This chapter reported results of the data collected as part of the survey. The chapter 

began by applying the LSs to annual income, and to annual revenue as part of RBT, to 

determine if literacy as an internal resource can improve business performance. Service 

SBOs confidence was examined for its understanding of financial statements, of business 

tax systems and of CAS concepts and functions. Confidence was then compared to the 
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service SBOs’ LSs, created in Chapter Six, to ascertain whether their confidence can be 

explained by their level of literacy. Perception of service SBOs was also investigated to 

determine the usefulness of financial statements and CAS for cash flow management. 

Service SBO perception of tax administration concepts currently in place, as well as those 

that could be implemented to achieve a favourable outcome for cash flow, were also 

explored. Service SBO LSs were then compared to the outcomes of service SBO 

perception to determine if perception can be predicted by literacy. 

Chapter Eight combines the findings of the research according to the research 

questions. Recommendations based on the research findings will be put forward, along 

with contributions of the findings to policy, practice and Australian SSSB. Limitations of 

the research will also be acknowledged as well as future research that could be explored.  
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Chapter 8: Conclusions and 

Recommendations 

8.1 INTRODUCTION 

The purpose of this research was to explore the cash flow management of small 

service sector businesses (SSSBs), and particularly whether their cash flow is influenced 

by Federal business tax systems and small business owner (SBO) literacy. SBO literacy, 

confidence and perception have been thought to influence their ability to implement 

effective cash flow management practices in their business, which is concerning, 

considering that cash is critical for small business success. Literacy in understanding 

financial statements, business tax and computer accounting software (CAS) was 

identified in prior literature as an area of concern regarding the successful implementation 

of effective cash flow management practices. The research focused on SSSBs because of 

their importance in the Australian economy including their monetary contribution of $349 

billion751 and their employment of nearly half (48%) of all service sector employees.752  

Service SBO perception of the relationship between business tax and cash flow was 

examined to identify whether benefits or restraints to cash flow are realised from 

complying with business tax systems. The business tax systems explored included the 

goods and services tax (GST), the fringe benefits tax (FBT), the income tax, the pay-as-

you-go (PAYG) withholding tax and the superannuation guarantee (SG). The relationship 

between service SBOs’ literacy and their ability to implement effective cash flow 

management practices was also explored, using data collected from small business 

experts and service SBOs. In order to identify the necessary level of service SBO literacy 

for effective cash flow management, the research aimed to establish a literacy framework 

for understanding financial statements, business tax and CAS, based on advice from small 

business experts. In terms of service industry trading practices, an examination of the cash 

inflow and outflow activities implemented by the SSSB participants was explored to 

determine if the service industry uses a common set of activities. Service SBOs’ 

confidence, perception and actual literacy levels in understanding financial statements, 

 
751 Measured according to Gross Value Added (GVA).  
752 ABS 8155.0 (n 13). 
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business tax and CAS were also examined to establish if cash flow management could be 

influenced by service SBO literacy.  

This research is important because there is a dearth of empirical literature 

examining the influence of current business tax systems on the cash flow of Australian 

SSSBs. This is important, considering the diversity of service businesses in Australia. 

Further, little research exists that investigates the relationship between service SBO 

literacy and SBOs’ ability to implement effective cash flow management practices. 

Identifying characteristics that promote or inhibit SSSB success is potentially important, 

considering that they are valued for their contribution to Australian employment, income 

and business registrations. 

This chapter combines the findings from the three stages of the research to address 

the major research question: ‘Is there a relationship with business tax and owner literacy 

that enables Australian small service sector businesses to manage their cash flow?’ This 

is then followed by recommendations identified from the findings, as well as the 

possibilities for future research, while also acknowledging the limitations of the research 

design, and the data collected. A reflection of the contribution of the research to the body 

of knowledge for practice, policy and academia concludes the chapter.  

8.2 OVERVIEW OF MAJOR FINDINGS 

As noted, the purpose of this research was to explore whether SSSB cash flow was 

influenced by taxation and service SBO literacy. In order to achieve the research aim, two 

primary research questions were constructed and were explored throughout the various 

stages of the research. Discussion follows on the results of the research in accordance 

with the research questions.  

8.2.1 RQ1 – How is the cash flow of Australian SSSBs influenced by tax 

obligations? 

Prior research has suggested that cash flow stability in small businesses has a 

negative relationship with tax liabilities.753 In terms of tax administration, cash flow 

concerns have been seen to be related to the tax design regarding whether the liability is 

paid in advance or at some time after the liability is incurred.754 Alternate arguments 

 
753 Drever and Hutchinson (n 154) 64, 65 and 74; Ness (n 11); Niskanen and Niskanen (n 190) 17. 
754 Belle Isle, Freudenberg and Copp (n 4); Messina and Walton (n 47); Poppelwell, Kelly and Wang (n 

193). 
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suggest that it can be either the businesses’ own tax liabilities that cause the cash flow 

issue, or a result of collecting taxes on behalf of others.755 The case study (Stage 1) and 

survey (Stage 3) of service SBOs were used to explore the relationship between SSSB 

cash flow and business tax, including how taxes are administered. The findings of the 

multiple case study predominantly support the argument that taxes incurred and paid 

sometime in the future and taxes collected on behalf of others both cause constraints for 

cash flow. Service SBOs in the case study reported that GST, PAYG withholding and SG 

can have negative consequences for cash flow stability. In particular, the amount of the 

tax liability for PAYG withholding and SG, when paid to the Australian Taxation Office 

(ATO) each quarter, can result in cash flow constraints. These employment-related 

business taxes were also identified as being inhibitors for growth, as service SBOs 

explained that they were hesitant to employ new people due to the associated employment 

costs. In Stage 1, service SBOs expressed that their greatest concern for cash flow came 

from complying with GST. However, it should be acknowledged that, as in prior 

research,756 the negative impact of GST on cash flow is due to a combination of business 

factors that includes market competition, the variability of incoming revenue and the non-

receipt of payments from trade debtors before the GST liability is due to the ATO. 

In contrast, service SBOs in the survey (Stage 3) were not overly concerned about 

the influence of business taxes on cash flow. Those findings suggest that only one-third 

of SSSBs had entered a payment arrangement to settle outstanding tax liabilities. Service 

SBOs in the survey also appeared to realise benefits to cash flow from business tax 

compliance. Managerial benefits were confirmed by SSSBs in the form of maintaining 

business records, helping with the management of cash flow and improving cash flow 

awareness from recording transactions for business tax purposes. The GST and 

preparation of the business activity statement (BAS) were viewed by service SBOs as 

providing a positive influence on cash flow management. Service SBOs in both the 

multiple case study and the survey considered that paying a PAYG instalment was 

advantageous to cash flow management. Small business experts who supported the 

benefits in PAYG instalment to cash flow management suggested that the absence of a 

PAYG instalment in the first year of trade can have unfavourable outcomes to the cash 

flow of newly registered small businesses.   

 
755 Ahmed and Braithwaite (n 9); Belle Isle, Freudenberg and Copp (n 4); Wallschutzky and Gibson (n 2). 
756 Belle Isle, Freudenberg and Copp (n 4); Wallschutzky and Gibson (n 2). 
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In terms of tax administration, service SBOs in the survey confirmed that the due 

date for paying tax liabilities does not cause unfavourable outcomes for cash flow, 

whereas the number of tax liabilities needing to be paid in each tax year has negative 

consequences for cash flow management. More than two-thirds of the service SBOs 

believe that this burden could be eased by separating the tax liability from trading income, 

as a worthy cash flow management tool especially for GST, income tax, PAYG 

withholding and SG.   

The overall results suggest that the influence of business taxes on cash flow 

management is largely beneficial, as service SBOs realise greater awareness of cash flow 

when having to comply with business taxes. This is consistent with research by Lignier,757 

that, if not for taxation, small businesses would have only minimal records, or none. In 

this respect, having to comply with business taxes which require maintaining records can 

aid SSSBs in managing their cash flow. However, an unfavourable tax administration 

requirement that is perceived to adversely impact cash flow is the multitude of business 

tax liabilities that must be reported and paid in each tax year. To overcome the difficulty 

of paying a variety of business tax liabilities, service SBOs confirm that separating the 

tax liability from income could aid cash flow management.  

8.2.2 RQ2 – Are cash flow management practices in SSSBs influenced by the 

literacy of service SBOs? 

Small business experts were engaged to assist with the determination of literacy 

requirements necessary for SBOs for cash flow management, considering the diversity of 

businesses, including SSSBs, classified within that service sector. Accordingly, the goal 

of the research was to create a literacy framework of concepts that service SBOs need to 

have to be considered capable of cash flow management. As previously discussed, small 

business experts, provided with a list of possible literacy indicators that could make up 

the literacy framework (see Table 5.6) proposed a literacy framework (see Table 8.1). 

Comparison of the literacy indicators (Table 5.6) and the proposed literacy framework 

(Table 8.1) collated from the small business expert feedback suggests that the literacy of 

service SBOs, as proposed by experts, is not overly comprehensive. This suggests that 

small business experts do not believe that service SBOs need extensive levels of literacy 

for cash flow management.  

 
757 Lignier (n 42). 
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Table 8.1. Literacy framework as proposed by small business experts 

General cash flow management literacy 

• Understanding of debtor and creditor obligations 

• Influence of aged receivables and payables on cash flow 

• Identify and understand indicators of liquidity 

Financial statement literacy for cash flow management 

• Use of Cash budget as a financial foundation 

• Use and understanding of the Statement of Cash Flow 

• Use and understanding of the Profit and Loss Statement 

Computer accounting software (CAS) literacy 

• Enter all transactions in CAS 

• Produce and understand financial statements and reports 

General business tax literacy 

• Awareness of tax reporting and payment dates 

• Determination of the tax liability in the bank account 

Goods and service tax (GST) 

• Determine if GST registration is required 

• Understand rules relating to taxable supplies and input tax credits 

• Determination of GST treatment of goods and services supplied by the business 

Income tax 

• Identify allowable deductions 

• Calculate depreciation on capital expenditure 

• Forecast for tax liabilities 

• Separate a portion of income to cover proposed income tax liability 

Fringe benefit tax 

• Identify when benefits are provided to employees or their associates 

Small business experts suggested that, for cash flow management, SBOs need a 

more comprehensive set of literacies than financial literacy alone. However, they do 

recognise that SBOs face several obstacles that prevent the attainment and improvement 

of these literacies, including the lack of time to improve the literacy and the cost of 

engaging experts to help in understanding concepts. Barriers specific to business tax 

literacy can include the SBOs’ fear of tax and their predisposition that tax is difficult, the 

continual changes in tax law, the ambiguity of information on the ATO website, the 

uncertainty of the level of tax knowledge required and the higher education level needed 

to understand business tax law.  

Small business experts advocated that by increasing literacy, SBOs could realise 

benefits such as having improved business performance, having the ability to recognise 

cash flow issues in advance, identifying the effect of past business decisions on cash flow, 

and being capable of participating in more informed discussions about the cash flow of 

their business with external stakeholders. Because of the findings from the small business 

experts, service SBOs’ knowledge acquisition for cash flow management was explored 

in the survey. Service SBOs confirmed that accountants, more than any other source, are 
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engaged for the acquisition of cash flow management knowledge. These other sources 

include, in order, CAS, the bank statement and the ATO website. The survey findings 

relating to the ATO website as a source of knowledge acquisition contradicts the 

responses of experts, who believe that the ambiguity of the ATO website is a barrier to 

SBO knowledge acquisition.758 The survey results also suggest that service SBOs do not 

rely on professionals other than accountants to improve their literacies for cash flow 

management. This could be due to the low importance they place on the necessary 

literacies for cash flow management, as service SBOs confirmed that improving cash flow 

management and business tax knowledge would not be highly rated activities if they had 

spare funds to engage advisors. An alternative argument could be that service SBOs have 

developed their own cash flow management strategies over the life of the business, 

reducing the need to reply on other professionals.  

To further understand the level of literacy of service SBOs, literacy questions were 

used to create a literacy score (LS) for understanding financial statements, business tax 

and CAS. A collective overall LS was also calculated, based on the correct answers of all 

literacy questions. Service SBOs were found to have average overall literacy, categorised 

within the ‘basic’ category, which suggests that service SBOs correctly answered one in 

every two questions. For financial statement literacy, service SBOs answered two-thirds 

accurately, and for CAS literacy, they answered just over half of the questions correctly. 

For business tax literacy, service SBOs on average realised an LS of 10.89 or 42%. 

Comparison to SBO tax literacy as calculated by Freudenberg et al.759 suggests that 

service SBOs have lower literacy of business tax systems than those SBOs who comply 

with tax systems relevant to individuals. This suggests that a more sophisticated level of 

knowledge is necessary for business tax systems. In terms of the business tax systems 

examined, service SBO literacy is highest for GST, followed by income tax, FBT, PAYG 

withholding and lastly SG. However, the mean LS for all business tax systems was below 

50%, with SG LS as low as 29%.  

When overall and business tax LSs were compared with SSSB demographics, it 

was found that those service SBOs with the highest overall and business tax literacy were 

in ANZSIC category M, were migrants who had been living in Australia for between 10 

 
758 Although it is unclear whether service SBOs are successful in improving their knowledge from the ATO 

website. 
759 Freudenberg et al. (n 7). 
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and 15 years, had a postgraduate degree and had been operating their business for more 

than 10 years. Higher business tax literacy for those operating businesses for over 10 

years is consistent with prior research suggesting that taxpayers improve their tax literacy 

through exposure to tax systems.760 However, the results relating to education are 

inconsistent with those of McKerchar,761 who found that those with higher levels of 

education were not found to have better tax knowledge. In terms of employment and past 

business experience, high overall literacy was associated with the employment of 11 to 

20 employees and service SBOs with no previous business experience. In contrast, those 

with high business tax literacy employ between 6 and 10 employees and have experience 

in operating a prior business. Low literacy, both overall and for business tax, was common 

for non-employing service SBOs who had immigrated to Australia between 15 and 20 

years ago, and who had been operating a business for less than 10 years. Examination of 

whether service SBO literacy influences SSSB performance found that those with higher 

literacy realise higher net income and annual revenue. These findings support the 

feedback of small business experts (Stage Two) that higher levels of literacy result in 

improved business performance. 

To understand the common cash inflow and outflow activities used by SSSBs, the 

survey (Stage 3) explored the cash flow activities implemented by the participants. SSSBs 

were found to be more likely to contact customers regarding outstanding accounts, to 

negotiate shorter trading terms with customers and to use early settlement discounts when 

settling supplier invoices. SSSBs’ uncommon cash flow activities include providing 

direct debit options for customers, raising customer invoices in advance and negotiating 

shorter trading terms with suppliers to assist with cash flow management. SSSBs also 

suggested that they place high importance on the relationship they have with suppliers, 

as a high proportion of participants always have enough cash available to pay suppliers 

accounts. As found in research by Belle Isle, Freudenberg and Copp,762 SSSBs appear to 

place significant importance on the trade relationships they have with customers and 

suppliers. That is, service SBOs appear to consider the effect that could be placed on 

ongoing trade relationships when deciding to implement cash flow activities for their 

business. When the implementation of cash flow activities was compared to LSs, the 

 
760 McKerchar (n 64); Wadesango et al. (n 354) 2 and 6. 
761 McKerchar (n 64). 
762 Belle Isle, Freudenberg and Copp (n 4). 
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findings suggest that literacy mostly does not explain why service SBOs enact cash flow 

activities in their SSSBs, apart from contacting customers regarding outstanding 

accounts. This could suggest that other factors influence service SBOs, such as other 

SSSBs in the same service classification or their trading relationships. 

Service SBOs confidence relating to the implementation of effective cash flow 

management systems and the use and understanding of financial statements, business 

taxes and CAS was explored. These findings suggest that service SBOs are confident that 

they are accurately recording revenue, expenses, debtors and creditors, and that they 

believe they are capable of determining profit and performance from financial statements. 

In terms of business taxes, service SBOs are very confident about their understanding of 

GST; they are also confident about their understanding of PAYG withholding, SG and 

the tax liability that is included in the business bank account. For use and understanding 

of CAS, service SBOs are very confident that they enter transactions correctly in the CAS 

and are mostly confident in creating financial reports; they also realise that some accounts 

set up in the CAS are linked to others. Service SBOs’ low confidence was found to relate 

to implementing adequate cash flow management systems, to their ability to forecast for 

cash inflow and outflow, to using CAS for cash flow management and to knowing how 

the Chart of Accounts is set up in the CAS system.  

When confidence was compared to LSs, the findings suggest that service SBO 

literacy in all areas is aligned to their confidence in implementing cash flow management 

systems, when determining business profit, in understanding business tax systems and in 

predicting the amount of tax held in the business bank account. CAS literacy is mostly 

related to service SBO confidence in carrying out activities in CAS. This suggests that if 

service SBO confidence is low, then the service SBO is unlikely to engage in CAS 

activities, reducing the likelihood that data will be recorded incorrectly. Determination of 

business performance was also found to be related to both overall literacy and business 

tax literacy. In terms of confidence in carrying out cash forecasting, literacy was found 

not to be statistically related to confidence. Confidence in carrying out cash flow 

management activities in CAS was also found to have minimal or no relationship with 

business tax literacy, overall literacy and financial statement literacy.  

Service SBOs’ perception was also examined to understand the value that is placed 

on different concepts that can be used to understand, improve and control cash flow 
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relevant to financial statements, business tax and CAS. The business bank account was 

the highest rated financial instrument for cash flow management.  Service SBOs also 

appear to value a cash budget, a Statement of Cash Flow and a Profit and Loss Statement 

for cash flow management. In contrast to findings in Stage 1 and Stage 2, three-quarters 

of SSSB participants in Stage 3 also believe that the use of the Balance Sheet is 

worthwhile for cash flow management. In support of the findings of Stage 1 and Stage 2, 

service SBOs in Stage 3 suggest that CAS was of high importance for accurate record 

keeping, for determining the cash flow position and for the effective operation of SSSBs. 

In terms of business tax, service SBOs believe that the number of taxes that must be paid 

in each financial period and paying tax liabilities late can both have detrimental 

consequences for cash flow management. Generally, service SBOs do not find any benefit 

to cash flow management from increasing the payment cycle of tax liabilities, including 

PAYG withholding and SG. They also do not believe that the date that tax liabilities are 

due to be paid to the ATO is of concern to cash flow management. When service SBO 

perception was compared to literacy, the results suggest that to a large extent perception 

of the different concepts that can be used to understand, improve and control cash flow 

relevant to financial statements, business tax and CAS is not related to literacy. 

In summary, when comparing service SBO confidence to literacy, the statistical 

results imply that confidence in business tax knowledge and the ability to implement 

effective cash flow management strategies and determine business profit can be predicted 

by all LSs. However, initiating cash flow activities and carrying out cash forecasting are 

not explained by service SBO literacy. Analysing service SBO perception and literacy 

confirmed that, to a large extent service SBOs’ perception cannot be explained by service 

SBO literacy.  

8.3 RECOMMENDATIONS 

As a result of the research findings, a number of recommendations relating to policy 

and practice have been identified, as discussed below. These recommendations 

incorporate possible changes in tax administration, ways to improve service SBO literacy, 

and resource and service increases for SSSBs to aid cash flow management.  

8.3.1 Education recommendations 

It is evident from this research that service SBOs may have business tax literacy 

that is below 50% and it appears that literacy improves with exposure to business tax 
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systems. Small business experts were particularly concerned about the level of SBOs’ 

business tax literacy at the commencement of business trading, especially in terms of 

income tax. The findings also highlight that improved business performance is associated 

with greater levels of literacy to support cash flow management. To improve the literacy 

of SBOs in Australia (including those operating SSSBs), a requirement could be made 

for new SBOs to undertake a series of education modules prior to business registration, 

in the hope that these modules will improve their knowledge of cash flow management 

and business taxes. These modules could include an assessment component, dependant 

on the knowledge being acquired. Three possible topics identified in the research that are 

important prior to trading include the creation of a business plan, how and in what format 

business transactions will be recorded and what possible business tax liabilities will be 

incurred during the first year of trading. Formative assessment relating to these topics 

could include the creation of the business plan and an overview of the advantages and 

disadvantages of different methods of record keeping that could be implemented by the 

business. In terms of business taxes, the assessment could be summative, based on a set 

of small business case studies that require the prospective business owner to determine 

the possible tax implications and the resultant effect to cash flow from a range of different 

business transactions and interactions with different business tax systems. Of course, a 

problem with this recommendation is how such a system would be administered and 

enforced. A possible incentive would be to provide a tax rebate for $1,000 when the 

business lodges its first tax return if they have certificates of completion. Alternatively, 

the ATO could take such certificates into account in imposing lower penalties if 

administering penalties. The Commissioner of Tax could give directions for education if 

the SBO is found to have made errors. Due to the education recommendation being 

relevant to business taxes, it would be prudent for the ATO small business engagement 

group to be involved in administering the education.  

Further education assistance could be provided to small businesses that are entering 

a growth stage. The research findings highlight that SSSBs place a high value on 

obtaining advice about business growth. However, the service SBOs who operate 

businesses that are non-employing have the lowest business tax literacy. At the point that 

small businesses begin engaging employees, they should be eligible to obtain free advice 

or training relevant to obligations as an employer. This advice should relate to salary and 

wage conditions, tax and superannuation, insurances and licenses. This advice could be 
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administered by the government763 or by independent advisors. A small business 

engaging an independent advisor should be eligible for a tax offset in the year that the 

first employee is employed. In order to access the offset, the business should identify as 

a micro business with a total business income of less than $2 million. As this research has 

identified that SBOs need much greater literacy to operate an employing business, this 

offset should be up to $2,000. Although this may seem a large offset value, the 

employment of individuals by small businesses would alleviate the burden on the 

government to provide benefits to individuals previously not within the employment 

system. The rebate could also assist businesses that want to expand, which could have 

positive effects for the economy. 

8.3.2 Government incentive recommendations 

Experts in the small business landscape identified that SBOs’ financial statement 

literacy is improved by their engagement of an accountant or advisor, however, financial 

constraints prevent SBOs from sourcing advice. From the survey findings, it was found 

that service SBOs place a high value on the use of financial statements for cash flow 

management and that their financial statement literacy was the highest of all LSs 

measured in the research. However, their confidence in using financial statements for 

cash flow management was not aligned with their literacy. The findings suggest that if 

SBO confidence in the use and understanding of financial statements could be improved, 

then SBOs would be more active in evaluating the information in financial statements 

that determine business performance, highlight cash flow issues and make important 

financial decisions. To facilitate SBOs’ increased confidence in the use and understanding 

of financial statements, the ATO could allow a full tax offset for advice attained from 

advisors (up to an annual limit). Because financial statement literacy was found to be 

linearly related to CAS and business tax literacy, SBOs should be eligible for the 

incentive, provided they engage an advisor in any of the three literacy areas. A further 

requirement for eligibility should be that the advice must be related to the application or 

acquisition of knowledge and not to compliance activities.  

Small business experts also suggested that it is not uncommon for records in CAS 

to be inaccurate in small business due to the initial set up of the CAS being incorrectly 

carried out or from an inaccurate recording of transactions. These errors could be a 

 
763 Government services could be administered through the Department of employment, skills, small and 

family businesses.  
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consequence of SBOs forgoing the opportunity to improve their CAS literacy by diverting 

time from income earning activities. To encourage SBOs and to improve their CAS 

literacy, the Australian Government should provide an incentive related to CAS 

knowledge acquisition. This could be in the form of a grant where the government 

matches a dollar for dollar funding amount up to $1,500. It would be advantageous for 

this training to be carried out over a period of time, as increases in knowledge have been 

associated with ongoing exposure to the CAS system.764 Increased CAS literacy could 

help SBOs evaluate their cash flow position and business performance using up-to-the-

minute data available in the business CAS. 

8.3.3 Government policy changes for small businesses 

As discussed earlier, this research highlighted the concern of experts for new SBOs 

in determining their income tax liabilities in the first year of trade. Currently, newly 

registered businesses do not have to pay a PAYG instalment until after the first tax return 

is lodged, which could be 16 months after trading begins. This means that new businesses 

may not be contributing towards their income tax liability until the second year of earning 

income. New businesses can opt in to paying voluntary PAYG instalments in the first 

year; however, if business tax literacy is low, it is likely that SBOs are unaware of the 

benefits of making a voluntary contribution or that there is an option to pay voluntary 

instalments. To overcome the possible burden of income tax on small business cash flow 

so early in the life of new businesses, two possible policy changes could be enacted. 

Firstly, instead of having to opt in for voluntary PAYG instalment payments in the first 

year, new business owners should be made to opt out of being in the voluntary system. 

The voluntary rate could be set at 20% of the difference between revenue and expenses 

in each quarter over the first year of trade. Setting the voluntary rate at 20% is less likely 

to be controversial with SBOs, as the rate is lower than both the current company tax rate 

of 30% and the small business entity company tax rate of 25%.765 This change could be 

beneficial: opting out of voluntary payments is likely to increase SBO literacy, as they 

would need to have some understanding of why they are choosing not to be part of the 

voluntary system. Should they also decide to remain in the voluntary PAYG instalment 

system, they would then receive regular reporting alerts from the ATO, requiring them to 

 
764 Morikawa (n 34); Pollack and Adler (n 34) 835. 
765 The small business entity company tax rate reduces to 25% in 2020-21 for businesses with an aggregated 

turnover threshold of $50 million.  
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ensure that their business records are up to date in order to report and pay the voluntary 

instalment, which in turn would assist with keeping their income tax liabilities 

manageable for their cash flow.  

An alternative to having to maintain full records to comply with the voluntary 

PAYG instalment system could be that new businesses pay a percentage of their income 

to the ATO each month or quarter. The rate could be as low as 10% and the payment 

would be held by the ATO until such time that the first income tax return is submitted, 

relevant to business income. In the situation of an overpayment by the business, the 

amount would be returned to the taxpayer, including a nominal interest amount. Should 

the liability be larger than the prepaid amount, then the small business would pay the tax 

liability remaining after the voluntary payments were allocated. Although it is 

acknowledged that the prepayment at a rate of 10% may not match the value of the final 

tax assessment, it would likely lessen the burden to cash flow when compared to the 

possibility of SBOs having to account for the full tax liability at the time that the income 

tax return is lodged. 

The survey findings suggested that service SBOs were more confident and had 

higher literacy of GST when compared to any other business tax system. Reporting tax 

liabilities for GST, PAYG withholding and SG by the due date, along with preparing the 

business activity statement (BAS), was also perceived as providing a large managerial 

benefit for cash flow management, particularly when compared to income tax and FBT. 

This outcome could be related to the regularity of dealing with transactions related to 

GST, PAYG withholding and SG, which can be on a daily or weekly basis, and reporting 

more regularly for these business tax systems, compared to income tax and FBT. This 

highlights that an advantage for cash flow management for SBOs could be to carry out 

more regular compliance activities for all business tax systems. For income tax and FBT, 

reporting should be more in line with business trading and should occur at minimum, on 

a quarterly basis. For GST, tax reporting could be monthly, whereas for PAYG 

withholding and SG, the portion of the tax liability could be paid out at the same time as 

the processing of the employee wages/salaries. This could occur automatically from the 

CAS, where the tax and SG liability are transferred into a tax-related bank account. The 

transfer of the tax liability to a separate bank account could be made manually for small 

businesses who are not recording transactions in CAS. To further assist small businesses 

in managing their tax obligations and their cash flow, this tax bank account could be used 
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to hold a portion of income each week to satisfy other tax-related expenses, including 

income tax. A percentage of the income of approximately 15% could be transferred from 

the business trading bank account each week, which would help for tax compliance 

obligations due in the future. To prevent SBOs accessing this money for purposes other 

than paying a tax liability, an account condition could be that there are restrictions on 

which organisations are approved to receive a transfer of funds. This could be waived if 

the SBO was identified as being under financial hardship. An advantage of keeping the 

funds in a bank account owned by the business is that the business may earn interest 

income on the funds, which would not be possible if the funds were held by the ATO.  

The findings of the research highlight the importance that small businesses place 

on their trade relationships with their customers and suppliers. In particular, it was found 

that service SBOS are less likely to invoice in advance or to negotiate shorter trading 

terms with their customers. Prior findings suggest that larger businesses can extend their 

payment to small businesses beyond trading terms and that small businesses are unlikely 

to negotiate shorter trading terms.766 Because of this, a change to trading practices should 

be considered for when trading occurs between large and small businesses. Possible 

policy changes could include the mandatory requirement for businesses identified as large 

that trade with small businesses to engage in trading terms of no more than 14 days. When 

a large business exceeds the 14-day terms, the small business could report the 

infringement to a government body that would enforce the action on the large business, 

removing a possible legal administrative burden on the small business.  

In all three stages of the research, participants confirmed the value they place on 

CAS for accurate record keeping and effective operation of their business. The survey 

(Stage 3) confirmed that twelve SSSB participants were not recording the transactions in 

electronic format and that 20% of participants were using Excel. To improve access to 

CAS, the ATO could provide a low-cost or free CAS solution available through the ATO 

via the myGov app.767 Alternatively, if small businesses chose to access CAS from a 

private provider, the government could offer a tax rebate (up to a cap) for the purchase 

and initial training of CAS for accurate record keeping and cash flow management.768 

 
766 Australian Small Business and Family Enterprise Ombudsman (n 205). 
767 It is acknowledged that the ATO have the ATO app available for individuals to keep records of income 

and deductions, however from user feedback it appears that the app is not a reliable replacement for a CAS 

system. 
768 A dollar-for-dollar rebate could cover or substantially reduce the cost of the CAS system and the initial 

training.  
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This would encourage those small businesses that currently have no system in place, or 

who use a paper-based system or Excel, to implement a CAS system.  

8.3.4 Other 

An outcome of the research was that service SBOs rely on the ATO as a source of 

information. This could be due to the availability of free business tax resources that are 

available on the ATO website. However, it is apparent from Stage 2 that many SBOs are 

unaware of their business obligations, particularly for tax. The ATO could target new 

SBOs at the time of registration to promote the valuable resources on their website that 

could potentially improve the business tax literacy of SBOs. This could be achieved by 

providing a business tax pack, either electronic or hard copy, at business registration. A 

hard copy of this business tax pack could be administered in the form of ‘knowledge 

cards’ for each prevalent business tax system, providing links to information relating to 

compliance and registration. The electronic format could be in the form of ‘QR codes’ 

for each prevalent business tax system that allow the SBO to scan the code using the 

camera on their electronic device with an automatic link to the relevant page of the ATO 

website. 

Because business tax literacy was found to be lowest for those service SBOs 

operating a SSSB for less than two years, processes should be enacted to assist in guiding 

them through the early stages of the business lifecycle. A proposed timeline of the 

activities that should be undertaken at different stages of the early business lifecycle has 

been created from the research findings and is presented in Table 8.2. 
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Table 8.2. Activities to research and consider in the early stages of starting a business 

Activity Description 

Prior to business registration 

 Engage an accountant or advisor to discuss your proposed business 

 Obtain a tax file number for your business. Sole traders will use their own tax file number 

 Creation of a business plan and estimate of cash flows for first 12 months 

 Determine system for recording of business transactions 

 Explore business tax obligations in 1st year based on business circumstance.  

 Determine which business structure and asset holdings 

 Registration of an ABN 

 Determine method for invoicing of sales 

 Set up direct debit options for customer payments 

 Decide on trading terms: cash, 7 days, 14 days, 21 days or 30 days EOM.  

 Set up a myGov ID to access your business ATO portal (dependant on structure of the business)  

Continual 

GST Determine whether registration for GST is necessary.  

Start of business (1st 12 months) 

PAYG Enter the voluntary PAYG instalment system 

Tax and cash 

flow 

Set up a bank account for tax liabilities. Transfer 20-30% of income received to tax bank account at 

the end of each week.  

Cash flow  Seek advice on generation of financial reports/statement in CAS 

Cash flow Seek advice on understanding of financial statements for cash flow management 

Income tax Maintain an asset register for depreciation purposes of all capital items purchased for use in your 

business. 

Tax and cash 

flow  

Record all revenue and expenses of the business, separate this information from personal records.  

6 months after trading begins 

Cash flow Prepare cash flow analysis of 1st 6 months of trading 

From the 2nd year 

Cash flow Prepare a cash flow budget based on 1st year of trading 

Income tax Review revenue and expenses for each quarter and determine whether the proposed PAYG 

instalment calculated by the ATO should be adjusted prior to lodging of BAS.  

Tax and cash 

flow 

Based on 1st year tax liabilities, calculate a percentage of income that will likely be attributable to 

tax payments.  

Cash flow Prepare financial reports quarterly from CAS (if applicable) to understand cash flow situation and 

to determine outcome of past activities.  

Prior to employing Staff 

PAYG 

withholding 

Register for PAYG withholding before you make the first salary or wage payment to your staff.  

CAS If using CAS for payroll, set up single touch payroll 

SG Determine how superannuation will be recorded and how the reporting and payment will be made. 

If using CAS, this can be done via a Superannuation Clearing House. 

SG Research the current SG rate for employees 

SG Research what payments to employees are classified as ordinary times earnings for SG purposes 

SG Research which employees are entitled to SG 

PAYG 

withholding 

Determine the relevant award/pay scale for each employee, as this then affects PAYG withholding 

and SG.  

PAYG 

withholding or 

FBT 

Decide how staff will be remunerated. Will it be salary and wages only OR will they be provided 

with other benefits as part of their payment for services rendered.  

FBT Will benefits be provided to your staff, that are not considered wages? i.e. Benefits – determined to 

be fringe benefits. Examples: vehicle, a car park, entertainment (paying gym membership) 

Prior to registering for GST 

GST Create tax invoices that comply for GST 

GST Determine which goods or services are subject to GST for sales and purchases 
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8.4 FUTURE RESEARCH  

One of the outcomes of the current research was that service SBOs’ literacy was 

higher in individuals with a post graduate degree. Those with an undergraduate degree, 

appear to have higher business tax literacy than those with a TAFE qualification; 

however, their overall literacy was lower. Future research could examine the literacy of 

individuals at the completion of their studies at postgraduate, undergraduate and TAFE 

level to ascertain whether literacy can be attributed to different levels of tertiary education 

acquired when compared to business-related literacies similar to those in this research. 

This research could be extended to include a longitudinal study to explore literacy at 

intervals of 5 and 10 years to determine if exposure to taxes and the workplace 

environment changes the literacy of individuals over time. The research outcomes could 

assist with understanding whether literacy is a contributing factor in small business failure 

in the first five years of operation.  

With little or no representation of SSSBs residing in ANZSIC categories of F, I, K, 

L, N and P in the current research, future studies could focus on or be specific to these 

categories to determine the literacy levels of service SBOs within these groups. Repeating 

the questions presented in the survey method with these industry categories would allow 

for comparison to the current research findings and would result in a more in-depth 

investigation of service SBO literacy. SSSB participant demographics showed that 

migrant service SBOs who had resided in Australia for less than five years were under-

represented, which could relate to the language barrier in completing the survey in 

English. Future research could address this by preparing the survey in other languages to 

suit the recent ethnic population of SBOs in Australia. 

Because this research focused on SSSB, the study could be replicated to small 

businesses in industries other than the service sector. This would also allow for a variation 

on the current design by including data collection relevant to the treatment of inventory; 

it could also examine cash flow activities that might be specific to other industries.  

This research has relied on service SBO feedback about the functions used and on 

reports created in CAS, rather than by observing service SBOs carrying out these 

functions. Future research could involve observation of participants undertaking these 

tasks in their CAS to determine actual literacy. This could also be an opportunity to 

explore the functionality of different CAS packages used by small businesses to 
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determine the advantages and disadvantages of different systems for use by the small 

business sector.  

Finally, the small business experts who participated in Stage 2 of this research could 

be re-engaged to ascertain whether their views of the necessary concepts of the proposed 

literacy framework (see Table 8.1 ) would change as a result of the literacy findings of 

service SBOs from the survey. This would encourage small business experts to use 

current research findings to revise their views where necessary and/or to build on the 

framework that was initially proposed. The literacy framework, which was created based 

on the collection of responses from all participating experts, allows small business experts 

to consider the shared knowledge of the collective responses to ascertain if they feel that 

any variations to the framework should be undertaken.  

8.5 LIMITATIONS 

Several limitations were evident in this research that should be acknowledged. 

Firstly, the research did not explore the gender of service SBOs or experts, as gender of 

the participants was thought not to be necessary to understand cash flow management 

practices and service SBO literacy. In hindsight, demographic information on gender 

would have allowed for comparison to relationships explored in previous research, 

particularly for literacy of individuals operating small businesses. 

A second limitation was the comparability of CAS confidence and perception to 

LSs. Because CAS confidence and perception questions were not structured in a Likert 

scale format, linear regression tests were not able to be conducted for statistical analysis. 

Oneway ANOVA was used as an alternative to linear regression. Lack of a Likert scale 

also meant that it was not possible to calculate a mean CAS confidence score.  

A third limitation was that LSs for CAS were calculated based on feedback from 

service SBOs about whether they created reports and carried out cash flow activities in 

their CAS. Ideally, a more relevant approach to testing literacy would have been 

witnessing service SBOs carrying out these tasks or alternatively asking the participant 

to confirm the necessary steps required to successfully complete such a task. However. 

these alternatives were not possible using the survey method and were also restricted due 

to the variety of different CAS platforms that could be used by the SSSB participants.  

A fourth limitation was the overrepresentation of survey participants who were 

classified in ANZSIC Category M (Professional, Scientific and Technical services) as 
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opposed to other service categories. It should also be acknowledged that two participants 

were classified in category A (Agriculture, Forestry and Fishing), which does not form 

part of the service industry in Australia. The decision to include these two businesses in 

the final survey analysis was because of the small number outside of the group and the 

possibility that the participants had incorrectly described their business activities in the 

responses. Another limitation with the participant demographics was that the research 

focused on ‘service’ businesses and did not seek to understand cash flow, SBO literacy 

and taxation of small business outside of the service landscape. The sample was also 

skewed towards those with higher education, meaning that the findings do not accurately 

represent those whose highest level of education is from secondary education.  

A fifth limitation of the research was the sample size of those SSSBs who completed 

the survey. A higher number of SSSB participants would have resulted in a higher degree 

of validity when comparing the results to the SSSB population in Australia, although this 

small sample size was strengthened by the exploratory data collection used in Stage 1 and 

Stage 2.   

Finally, this research is based on sensitive information related to small business 

management practices and the likelihood of SBOs engaging in the best possible activities 

to support the ongoing stability of their business. It is possible that some service SBOs 

(particularly those who were involved in the survey) may select answers that portray their 

ability or knowledge on a higher scale than that of reality due to their being self-conscious 

or concerned of their true capabilities.  

8.6 CONTRIBUTIONS 

The aim of this research was to extend the understanding of SSSBs in Australia 

with a view of contributing to practice, policy and academic research. An overview of the 

contributions of this research follows.  

8.6.1 Practice 

An aim of this research was to determine a literacy framework for Australian SSSBs 

based on data collected in Stage 2 from small business experts. The outcome of the expert 

engagement is displayed in Table 8.1. This framework highlights some important literacy 

requirements that service SBOs need to be considered as having adequate literacy in 

implementing effective cash flow management systems, in understanding and making use 

of financial statements and CAS, and in understanding business taxes in order to best 
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manage the cash flow of their business. These distinguishable requisites for service SBO 

literacy provide small business practice with an original contribution that can act as a 

foundation literacy framework for future research and that can also be used in practice in 

its current form.  

8.6.2 Policy 

The findings of the research suggest that service SBOs perceive that the number of 

tax obligations that they comply with makes it difficult for cash flow management. 

However, service SBOs appear to be more confident about their understanding of those 

business tax systems that have more regular compliance activities. Those service SBOs 

who have been exposed to business taxes for longer periods have been found to have 

higher business tax literacy. These research outcomes suggest that policy changes could 

be enacted to increase the exposure that SBOs have to business taxes by increasing 

business tax compliance activities. Changes to compliance that align closely with the day-

to-day operation of the business cycle would allow SBOs to deal with their tax obligations 

on a more frequent basis, which in turn is likely to improve their literacy and confidence 

regarding business taxes and their ability to manage cash flow to facilitate payment of 

business tax liabilities.  

8.6.3 Other 

An outcome of this research, which appears to be a shift from previous tax research 

findings, is that service SBOs are relying more heavily on the ATO as a source of 

information.769 Although prior literature suggested that the ATO was a source of tax 

information, it was found that SBOs rarely made use of that information on a regular 

basis. This new outcome relating to the importance placed on information from the ATO 

could suggest that the ATO is making headway in creating resources that will efficiently 

help SBOs to better understand their tax and cash flow obligations. Alternatively, it could 

indicate that service SBOs are more reliant on free resources from the ATO to improve 

their business tax understanding. A possible reason for the increase in reliance on ATO 

resources could be explained by the growth of the internet, which allows for easier access 

 
769 McKerchar (n 64). 

Note: this could be because of the growth of the internet when compared to when the research was carried 

out by McKerchar. So much is now available on the ATO’s website compared to contact the ATO 

predominantly by telephone when McKerchar undertook her research.  
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to resources. This use of online resources is a positive step, provided that SBOs know 

what they are looking for and can determine what is necessary for their business tax 

obligations once they find the information. Using the findings of the research, the ATO 

could target areas of SBO business tax literacy that appear in need of development and 

create online resources with the purpose of improving literacy. In particular, service SBO 

business tax literacy was found to be very low for all tax systems in the research, apart 

from GST, with the lowest literacy result being calculated for PAYG withholding.  

8.6.4 Academia  

Managerial Benefits 

The research explored the realisation of the managerial benefits that come from 

reporting for business taxes and from the use and understanding of financial statements 

and CAS to assist with cash flow management. Managerial benefits from complying with 

contemporary tax systems have been explored previously by Lignier770 and Lignier and 

Evans.771 This research extends the prior literature by adding to the body of knowledge 

of managerial benefits by determining whether managerial benefits are realised for cash 

flow management, from completing and lodging returns for the five Federal tax systems 

investigated in the research and for completing the BAS. It investigates whether 

compliance activities for these business taxes help to identify the cash flow position of 

the business. The research also includes whether services SBOs have realised benefits to 

cash flow management from paying PAYG withholding and SG on a more regular basis. 

The research outcomes also extend the body of knowledge to include the usefulness of 

CAS for effective cash flow management, as service SBOs place great importance on 

CAS to determine cash flow, to maintain accurate business records and for effective 

operation of their business.  

Methodology 

This research contributes to tax methodology used in Australia by combining the 

data collected from three empirical sources, as very few empirical studies make use of 

data collected from three primary data sources. The use of a mixed methods approach, 

combining the qualitative research strategies such as the multiple case study (Stage 1) and 

 
770 Lignier (n 42). 
771 Lignier and Evans (n 35). 
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expert interviews (Stage 2) with the quantitative survey (Stage 3), has allowed for more 

informed research outcomes.  

The inclusion of resource-based theory (RBT) to determine business performance 

based on the LSs of service SBOs makes an original contribution to small business 

research and to tax research. Identifying service SBO literacy regarding financial 

statements, CAS and business tax literacy as an internal resource of RBT also broadens 

research relevant to human capital resources.  

Literacy of SBOs 

The creation of an overall LS, a financial statement LS, a business tax LS and a 

CAS LS has made an original contribution to the literacy research of service SBOs in 

Australia. A tax LS has previously been created relevant to complying as an individual 

taxpayer.772 SBO financial, tax, CAS and cash flow management knowledge have 

previously been examined in Australia based on SBO self-reported ability as an indicator 

of literacy.773 This research is therefore the first of its kind in the Australian small business 

landscape to use a numerical calculation to determine SBO literacy based on business tax 

systems. The creation of LSs using answers to a set of literacy questions allowed for the 

creation of this set of LSs covering overall literacy, financial statement literacy, CAS 

literacy and business tax literacy.   

In terms of SBO perception, the research addresses the literature gap by extending 

perception research to include whether service SBO perception is related to literacy. 

Perceptions of the usefulness of financial statements and CAS for cash flow management 

and of the influence of tax administration on cash flow have been examined and measured 

against service SBOs’ literacy. The prominent finding of the research in terms of 

perception is that service SBO perception is not related to service SBO literacy.  

There has been prior concern that SBOs could be overconfident about their 

knowledge;774 this research sought to understand whether service SBOs are over- or 

under-confident about their ability to implement effective cash flow management 

practices and in their use and understanding of financial statements, business tax and 

CAS. The research extends prior literature by comparing LSs to the confidence levels of 

 
772 Brackin (n 83). 
773 Belle Isle, Freudenberg and Copp (n 4); McKerchar (n 64). 
774 McKerchar (n 64). 
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service SBOs to understand whether confidence is aligned to actual literacy. An original 

contribution from this research is made to SBO confidence literature. The findings 

suggest that service SBO confidence in understanding business tax and in implementing 

effective cash flow management systems is highly significant to service SBO literacy. 

However, confidence in understanding financial statements and CAS systems has mostly 

not been predicted by service SBO literacy. The implementation of cash flow activities 

in SSSBs to assist with cash inflow and outflow appears not to be influenced by service 

SBO literacy.  

Cash flow and Tax relationship 

Earlier research suggests that apart from the wholesale sales tax (WST) and GST, 

SBOs have not been overly concerned about the influence of tax on cash flow.775 This 

research extends prior research by investigating the perception of services SBOs about 

the influence of current Federal business tax systems on cash flow management. In 

particular, this examination of the effect of FBT, income tax, PAYG withholding and SG 

on cash flow management adds to the body of research relating to cash flow and the tax 

relationship. Overall, the research findings suggest that service SBOs believe that 

reporting for all five business tax systems tested in this research has favourable outcomes 

for cash flow management, as the business tax systems make the businesses maintain their 

business records. 

8.7 CONCLUSION 

This chapter has presented a summary of the key findings of the primary research 

questions along with recommendations formulated from the outcome of the data collected 

over three different strategies of inquiry. Contributions to practice, policy and academia 

were also presented, followed by identifiable limitations evident throughout the research 

process.  

Using a mixed methods approach to examine the research questions, the researcher 

investigated the influence of taxation and service SBO literacy on SSSB cash flow. The 

outcome of the research suggests that business tax is not overly burdensome on SSSB 

cash flow. In fact, service SBOs suggest that compliance with business tax systems assists 

with cash flow management and their overall understanding of the cash flow position of 

 
775 Belle Isle, Freudenberg and Copp (n 4); Wallschutzky and Gibson (n 2). 
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the business. However, service SBOs believe that the number of business tax systems that 

must be complied within each tax year is burdensome when attempting to effectively 

manage business cash flow.    

With respect to literacy, the results suggest that, overall, service SBOs have an 

average or a ‘basic’ level of literacy. This indicates that they were able to correctly answer 

one in every two of the literacy questions. The literacy results related to the use and 

understanding of financial statements, business tax and CAS indicated that service SBO 

literacy is highest in the use and understanding of financial statements, followed by CAS. 

However, for business tax, the mean LS percentage was less than average. When overall 

LSs were compared to the net income and annual revenue of SSSB participants, the results 

suggest that service SBOs with high literacy operate SSSBs that achieve greater levels of 

financial performance. 

When service SBO LSs were compared to confidence in implementing cash flow 

activities and effective cash flow management systems, it was found that literacy is 

strongly aligned to confidence when implementing effective cash flow management 

systems. For confidence and literacy in terms of use and understanding of financial 

statements, business tax and CAS, it was found that all LSs are aligned to the service SBO 

confidence of business tax and determination of business profit. Confidence in use and 

understanding of CAS was mostly predicted by CAS literacy. 

Examination of service SBO perception of the usefulness of financial statements 

and CAS, and of the effect of business tax concepts on cash flow management, has found 

that service SBOs place high importance on financial statements and CAS for cash flow 

management. In terms of business tax concepts and administration, service SBOs confirm 

that payment dates of tax liabilities do not cause constraints to cash flow, whereas the 

number of tax liabilities that must be paid each year, such as paying tax liabilities late and 

paying PAYG withholding or SG liability more regularly, would be unfavourable for cash 

flow management. The analysis of the service SBO perception results, compared to LSs, 

confirmed that, to a great extent, their perception cannot be explained by their literacy. 

This suggests that service SBO perception may be aligned with service SBOs’ emotions 

rather than with their knowledge acquisition.  

Overall, the findings of the research suggest that Australian SSSB cash flow is not 

negatively affected by business taxes and could provide managerial benefits in the form 
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of increased awareness of cash flow. In contrast, the level of service SBO literacy was 

found to be related to business performance. Those with higher literacy achieved greater 

net income and annual revenue. It is hoped that these findings can assist in helping small 

businesses which are such an important part of the Australian economy.
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Appendices  

 

Appendix A  

Interview protocol for multiple case study 

Cash flow stability and tax obligations 

Interviewer Sheet – Small Business Owners 

 

Check List 

Things to Check Tick 

Book appointment time and date  

Email remaining survey questions   

Call or email 24 hours before to confirm appointment  

Check set up of recording equipment  

Information sheet and consent completed  

Survey questions completed  

 

INTERVIEWEE DETAILS 

Interview Date  

Participant ID Code  

Participant email address  

Participant phone number  

 

Opening Address 

Good Morning/Afternoon, thank you for agreeing to be involved in this research project. The 

purpose of the research is to consider the issues facing your small business. There are no right 

or wrong answers to the questions that I will ask. My interest is in whether the experiences 

you have had in your business may be similar to those of other small businesses.  

Do you have any questions before we begin? Do you mind if I record this interview, as this will 

assist with recollection of our discussion when I am analysing data at a later stage.  

My questions will be open-ended – which means there is opportunity for you to discuss how 

the topic of the question relates to your business. Please ask me to explain in further detail if 

there are any questions that you are unsure about.  

This research has ethics approval through Griffith University’s ethics department. Griffith 

University conducts research in accordance with the National Statement on Ethical Conduct in 

Human Research. If you have any concerns or complaints about the ethical conduct of the 
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research project, you should contact the Manager, Research Ethics at Griffith University on 

3735 4375 or research-ethics@griffith.edu.au. 
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INTERVIEW QUESTIONS 

Question 1 

1. Does your business consistently meet its short term cash commitments?  

a) What does effective cash flow management mean for your business?  

b) How does effective cash flow management relate to inflow of cash? 

c) How does effective cash flow management relate to outflow of cash? 

d) How do you manage your business cash flow? 

i. Do you have procedures in place for management of cash flow? 

ii. Do you have people to manage your business cash flow? 

iii. Do you make any use of cash flow tools or resources for managing business cash 

flow?  

Question 2 

2. What do financial statements mean to your business?  

a) Are financial statements used to manage your business cash flow?  

b) Which financial statements are used/not used? How or why are they used/not used?  

Question 3 

3. What does your computer accounting software (CAS) mean to your business?  

a) What role does a CAS play in managing your cash flow? 

b) Do you create any reports with your CAS? (if yes, which ones?) 

c) Do you use these reports? For what purposes? 

Question 4 

4. What do Federal Tax systems (in particular GST, Fringe Benefit Tax, Income Tax, 

PAYG or Superannuation Guarantee) mean to your businesses?  

a) Do some taxes affect your cash flow more than others?  

b) Can you rank them from most affect to least on your business cash flow and discuss 

why?  

c) Do you think it is the tax itself or some other influence that causes the cash flow 

problem?  

d) Does your understanding of those tax systems affect your cash flow? Which ones? 

Why?  

Question 5  

5.  Is there anything else you would like to discuss relating to how tax can 

influence your business cash flow? 
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Appendix B  

Demographics – Multiple Case Study 

 

PARTICIPATE DEMOGRAPHICS 
Identifier Code:  

1. Annual turnover at 30th June 2015 

< $500,000 

$500, 000 < $2,000,000 

$2,000,000 < $5,000,000 

$5,000,000 < $10,000,000 

> $10,000,000 (Thank you for your interest in this research, however your 

business is too large for this project). 

2. Number of full time employees:    

less than 20   

more than 20 (Thank you for your interest in this research, however your 

business is too large for this project). 

3. Break up of Employees:  

Directors 

Administration 

Technical 

Other:  

4. My business has the following obligations (tick all appropriate) 

Goods and Services Tax (GST) 

Income Tax 

Pay as You Go withholding (PAYG) – for employee tax obligations 

Fringe Benefit Tax (FBT) 

Compulsory Superannuation Guarantee (SG) 

5. Timing of PAYG employee reporting if applicable 

Monthly 

Quarterly 

6. Timing of BAS reporting: 

Monthly Quarterly Annually Not applicable 
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7. If you pay FBT do you make quarterly instalments? 

Yes   No  Not applicable 

8. In the last financial year was your business required to pay quarterly PAYG income tax 

instalments? 

Yes   No  Unsure 

9. Business structure 

Sole Trader 

Partnership Tick Partnership type: General   Limited 

Company  

Trust  Tick trust type:  Discretionary    Unit 

Combination of structures (please describe) 

Do not know 

10. Year the business commenced trading:  

11. What service do you provide:  

12. Main business activity (tick all that apply).  

Electricity, gas, water supply and waste services 

Construction (includes landscaping and repair of buildings) 

Wholesale Trade 

Retail Trade (includes shops) 

Accommodation and food services (includes cafes and restaurants) 

Transport, postal and warehousing 

Information, media and telecommunications 

Finance and Insurance services 

Rental, hiring and real estate services 

Professional, scientific and technical services (includes lawyers, engineers, 

accountants) 

Administrative and support services 

Public administration and safety 

Education and training 

Health care and social assistance 

Art and recreation services 

Other (please describe) 

 

13. Who lodges your BAS reports 

Self  Employee  Accountant/Tax Agent 

 Bookkeeper 

14. Can you indicate what percentage (%) of your business is carried out with: 

Consumers (retail)   % 

Other businesses (wholesale)  % 
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15. Accounting software used for business purposes: 

Industry specific software (please discuss) 

Off the Shelf system (please provide the name) 

No software used 
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Appendix C 

Expert Demographics collected in Survey Monkey 
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Appendix D 

Interview protocol Experts 
 

Cash flow of small business and the influence of taxation 

Interviewer Sheet – Experts 

 

Check List 

Things to Check Tick 

Book appointment time and date  

Email remaining survey questions   

Call 24 hours before to confirm appointment  

Check set up of recording equipment  

Information sheet and consent completed  

Survey questions completed  

 

INTERVIEWEE DETAILS 

Interview Date  

Participant ID Code  

 

Opening Address 

Good Morning/Afternoon, thank you for agreeing to be involved in this research project. The 

purpose of the research is to identify how literacy in financial statements, computer accounting 

software and tax could affect cash flow management of small business. There are no right or 

wrong answers to the questions that I will ask. My interest is in whether your experiences as a 

small business expert are similar (or different) to the perceived experiences of small business 

owners.  

Small business for this research includes businesses earning a gross income of equal to or less 

than $10 million and employing less than 20 full time employees.   

Do you have any questions before we begin? 

My questions will be open-ended – which means there is opportunity for you to discuss how the 

topic of the question relates to your experiences with small business. Please ask me to explain 

in further detail if there are any questions that you are unsure about.  
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INTERVIEW QUESTIONS 

Question 1 

In your opinion, what is the base level or concepts of literacy (interviewer - please see next 
page for possible inclusions in what a base level should consist of) required by small business 
owners in relation to: 

(i) Use and understanding of financial statements 
(ii) Computer accounting software for cash flow management 
(iii) Small business taxation 
(iv) why you think these concepts are required?  

Question 2 

In your opinion, does the level of literacy of small business owners in the following influence 
their ability to manage their cash flow:  

(i) Understanding of financial statements 
(ii) Computer accounting software  
(iii) Small business taxation 
(iv) What way does it influence (positively or negatively)? 

Question 3 

In your opinion, what aids or hinders small businesses use of/or understanding of: 

(i) Financial statements 
(ii) Computer accounting software for cash flow management 
(iii) Small business tax   
(iv) Why? 

Question 4 

In your opinion, what is the role of the expert/advisor and small business owner in terms of 
the following with relation to the management of cash flow: 

(i) Financial statement literacy 
(ii) Computer accounting software literacy 
(iii) Small business taxation literacy 
(iv) Which type adviser is central to this (and why)?  

Question 5 

How can the perception of small business owners be improved in terms of: 

(i) Financial statement literacy 
(ii) Computer accounting software literacy 
(iii) Small business taxation literacy 
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Appendix E 

Questionnaire Experts 

 
EXPERT PARTICIPANT SURVEY 

PARTICIPANT ID CODE:  

Please indicate to what extent, do you agree or disagree with the following statements: 

1.  Relating to the use of financial statements ….   
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a)  
Small business owners have a good understanding of 
their cash flow. 

       

b)  
Small business owners have procedures in place to 
manage their cash flow. 

       

c)  
Small business owners make use of financial 
statements to manage their cash flow. 

       

d)  
Small business owners rely on the bank account to 
manage cash flow. 

       

e)  
The cash flow statement should assist small business 
to manage their cash flow. 

       

f)  
The Profit and Loss statement should assist small 

business to manage their cash flow.   
       

g)  
The balance sheet should assist small business to 
manage their cash flow. 

       

h)  
Small businesses should prepare a business plan to 
manage cash flow.  

       

i)  
Small businesses should prepare a cash budget to 
manage cash 

       

j)  
Advisors use financial statements to assist small 
business with their cash flow. 

       

 

 

2. Relating to the use of Computer accounting 
software for cash flow management: 
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a) 
Small businesses have reliable records as a result of 
their computer accounting software. 

       

b) 
Computer accounting software is used effectively by 
small businesses to manage cash flow.   

       

c) 

Small business owners use their computer accounting 
software for the preparation of financial reports 
including P & L, Balance Sheet, Statement of Cash 
flows and cash budgets. 

       

d) 
The initial set up of computer accounting software 
should be carried out by an accountant or adviser 

       

e) 
The initial set up of computer accounting software 
should be carried out by small business owners 
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3. Relating to small business understanding of 
business tax systems: 
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a) 
GST adversely affects the ability of small business to 
manage their cash flow. 

       

b) 
FBT adversely affects the ability of small business to 
manage their cash flow.   

       

c) 
PAYG Withholding (Wages) adversely affects the 
ability of small business to manage their cash flow. 

       

d) 
Income Tax adversely affects the ability of small 
business to manage their cash flow.   

       

e) 
Superannuation Guarantee adversely affects the 
ability of small business to manage their cash flow. 

       

f) 
The liability to pay tax restricts the growth of small 
businesses. 

       

g) 
The records and information generated by tax 
obligations assist small businesses with managing 
their cash flow. 

       

h) 
Understanding of taxation is more the role of the 
advisor not the small business owner. 

       

 

 

4. Please indicate who is best to educate 
small business owners in terms of the 
following:  

 
- Select all that in your opinion should have 

an obligation to educate small business.   
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a) 
Understanding and knowledge of financial 
statements   

           

b) 
Understanding and knowledge of computer 
accounting software   

           

c) Understanding and knowledge of taxation            
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Appendix F 

Survey Advertising on the Griffith News Blog 
  

https://news.griffith.edu.au/2019/02/13/calling-small-businesses-griffith-researcher-wants-to-

help-your-cash-flow/ 
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Appendix G 

Ethics approval: Griffith University reference number 2016/194 
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Appendix H 

Participant Information and Consent – Multiple Case Study 

 
 

Cash Flow of Small Service Businesses in Australia: is there a relationship with 

taxation and owner literacy? 

Participant Information and Consent 

Chief Investigators:   

A/Prof Brett Freudenberg   Dr Tapan Sarker 
Ph: (07) 3382 8071   Ph: (07)3735 3835 
Email: b.freudenberg@griffith.edu.au Email: tapan.sarker@griffith.edu.au 
Student researcher:      

Melissa Belle Isle 
Ph: 0411 074 214 
Email: melissa.belleisle@griffithuni.edu.au 
 
GU ref no: 2016/194 
 
Introduction:  
This research project explores the effect of Federal Tax Systems particularly Income Tax, Goods 
and Services Tax (GST), Fringe Benefit Tax (FBT), Pay As You Go (PAYG) and Superannuation 
Guarantee (SG) on the cash flow of small businesses. To date there is limited research into the 
relationship of these five Federal tax systems on cash flow of small businesses especially those 
you are recognised as being members of the Services sector in Australia. Due to the importance 
of small businesses in the Australian economy it is important to identify what effect tax 
legislation has on cash flow particularly as declining cash flow can influence business viability.   

What you will be asked to do: 
This research project will use two forms of data collection. It will consist of an interview and 
completion of demographics documentation. The interview will consist of approximately five to 
six open ended questions and is scheduled to take between 20 and 30 minutes to complete.  
This interview will be conducted in July/August 2016 at the convenience of the participant and 
researcher. The time allocated for the interview will 5 minutes for the researcher to introduce 
herself, 20 minutes of question and answer time and 5 minutes for free discussion. 
Demographics information will be collection in the form of an online survey.     
 
Consent to participate: 
Your participation in this project is voluntary and you are not under any obligation to consent or 
participate in this research. Non-participation will not involve any penalty. If you choose to 
participate, you may discontinue participation at any time without penalty or without providing 
an explanation.  
It is hoped that you will participate in the study; through the reflection process you may find it 
beneficial in understanding the cash flow management processes that are effective in small 
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business. It is proposed that the findings will be used to develop a survey instrument for a wider 
population of small businesses in the service sector. Considering research into the effect of 
taxation on cash flow is limited, responses from the interview are valuable in assisting the 
researcher to create relevant questions for the interview instrument. It is envisaged that the 
findings of the study will fortify current theory, building a stronger framework for future studies.  

Confidentiality 
The data collected from this research will be reported in general terms and will not involve any 
identifying features. All data will be kept confidential and any participant details will be collated 
in a secure document with access restricted to the research team.  A unique identifying number 
will be allocated to all participants and the correlation between number and participant will be 
kept within this secure document. All related documents will from there on be identified by this 
unique code. All data will be stored securely in a locked filing cupboard for a period of five years 
before being destroyed.  
You will be asked for permission for the researcher to voice record the interview conducted as 
part of this research.  These voice recording will be transcribed into document format, 
recordings will be destroyed upon completion of transcription. These transcriptions will be 
identified with the unique participant identifier code and any particular identifying information 
presented in the transcripts will be removed.  

A report of the collective findings from the study will be made available to participants upon 
request. Requests are to be made by email to the PhD Candidate: Melissa Belle Isle 
(melissa.belleisle@griffithuni.edu.au). Should you have any concerns regarding the research 
please do not hesitate in contacting either of the chief investigators, A/Prof Brett Freudenberg 
(07)3382 1196 or Dr Tapan Sarker (07)3735 3835. 

Risks/Benefits to you: 
There are minimal foreseeable risks with your involvement in this study. You will be asked to 
discuss the financial position of your organisation in relation to your cash flow management 
systems with the researcher. However, this information is only used for the research project and 
not disclosed to any third parties. If you are an employee of the participant organisation you will 
not be expected to disclose any information without the consent of your employer. As a measure 
of our gratitude for your participation, you will be presented with an Event Cinemas $30 voucher 
at the completion of the data collection process. Standard terms and conditions of this prize will 
be in accordance to: https://www.griffith.edu.au/research/research-services/research-ethics-
integrity/human/human-research-ethics-manual-2014 
 
The ethical conduct of this research: 
Griffith University conducts research in accordance with the National Statement on Ethical 
Conduct in Human Research. If you have any concerns or complaints about the ethical conduct 
of the research project, you should contact the Manager, Research Ethics at Griffith University 
on 3735 4375 or research-ethics@griffith.edu.au. 
 
Questions about the research: 
The Chief Investigators for this research project are A/Prof Brett Freudenberg and Dr Tapan 
Sarker. This research forms part of a Doctor of Philosophy Degree in Accounting being 
undertaken by Melissa Belle Isle (student researcher) in her capacity as a Griffith University 
student. If you have any questions regarding this research, please do not hesitate to either of 
the chief investigators by phone or email; details listed above.  
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Cash Flow of Small Service Businesses in Australia: is there a relationship 

with taxation and owner literacy? 

CONSENT FORM  

RESEARCH TEAM 

Student Researcher:      Chief Investigators: 
Mrs Melissa Belle Isle     Griffith Business School 
Griffith Business School     AP Brett Freudenberg 
Doctor of Philosophy Program    Phone: 3382 8071 
Course Code: 6001 (Nathan)     Email: 
b.freudenberg@griffith.edu.au 
School: Accounting, Finance and Economics  Dr Tapan Sarker 
Phone: 0411 074 214      Phone: 3735 3835 
Email: melissa.belleisle@griffithuni.edu.au   Email: 
tapan.sarker@griffith.edu.au 
         
 

I have read the information form and understand that:  

 

• This research forms part of a students’ academic requirement in the Griffith 

Business School Doctor of Philosophy Program – Nathan campus being 

undertaken by Melissa Belle Isle (student researcher) in her capacity as a Griffith 

University Student. 

• I am being asked to partake in an interview to discuss any effect that Federal tax 

systems have on my organisations cash flow.  

• The interview will take approximately 30 minutes.  

• The benefit for seeing the project through to completion of the interview will be 

a $30 Event Cinema voucher. This is to be presented by the research team as a 

form of gratitude for participation in the research project.  

• I am being asked to allow voice recording of the interview. This recording will be 

transcribed and once completed the original recording will be destroyed 

immediately. 

• My participation in the research is voluntary and I may discontinue my 

participation at any time without penalty or explanation. 

• Data will be kept confidential for a period of 5 years in a locked cupboard before 

being destroyed. 

• A report of the collective findings from the study will be made available to 

participants upon request. Requests are to be made by email to the PhD Candidate: 

Melissa Belle Isle (melissa.belleisle@griffithuni.edu.au). 

• I can contact the Manager, Research Ethics, at Griffith University Human 

Research Ethics Committee on 3735 4375 or research-ethics@griffith.edu.au if I 

have any concerns about the ethical conduct or the project.  
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• The conduct of this research involves the collection, access and/or use of your 

identified personal information. The information collected is confidential and will 

not be disclosed to third parties without your consent, except to meet government, 

legal or other regulatory authority requirements.   A de-identified copy of this data 

may be used for other research purposes.   However, your anonymity will at all 

times be safeguarded.   For further information consult the University’s Privacy 

Plan at http://www.griffith.edu.au/privacy-plan or telephone (07) 3735 4375. 
 

I have read the information and consent form. I agree to participate in this study and give 
my consent freely. I understand that the study will be carried out as described in the 
participant information sheet (I have retained a copy for my records). I understand that it 
remains my decision to participate or not in the project and I have the option to withdrawal 
from the study at anytime without explanation. I have had all questions answered to my 
satisfaction. 

 
Name  

Signature  

Date  
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Appendix I 

Participant Information and Informed Consent - Experts 

 
Cash Flow of Small Service Businesses in Australia: is there a relationship 

with taxation and owner literacy? 

Participant Information and Consent 

Chief Investigators:   

A/Prof Brett Freudenberg   Dr Tapan Sarker 
Ph: (07) 3382 8071    Ph: (07)3735 3835 
Email: b.freudenberg@griffith.edu.au Email: tapan.sarker@griffith.edu.au 
Student Researcher:   

Melissa Belle Isle 
Ph: 0411 074 214 
Email: melissa.belleisle@griffithuni.edu.au 
 

GU ref no: 2016/194 
 
Introduction:  
This research project explores the effect of Federal Tax Systems particularly Income Tax, Goods 
and Services Tax (GST), Fringe Benefit Tax (FBT), Pay As You Go (PAYG) and Superannuation 
Guarantee (SGC) on the cash flow of small businesses. To date there is limited research into the 
relationship of these five Federal Tax Systems on cash flow of small businesses especially those 
who are recognised as being members of the services sector in Australia. Due to the importance 
of small businesses in the Australian economy it is important to identify what effect tax 
legislation has on cash flow particularly as declining cash flow can influence business viability.   

What you will be asked to do: 
The engagement in this project will be in two parts. Initially there will be an interview (and 
completion of a demographics document and a two-page survey document) conducted in 
June/July 2017. Later in 2017 there will be an online survey that will be emailed to your chosen 
email address. The interview will consist of approximately five open ended questions and is 
scheduled to take between 20 and 30 minutes to complete.  The time allocated for the interview 
will be 5 minutes for the researcher to introduce herself, 20 minutes of question and answer 
time and 5 minutes for free discussion and completion of the demographic information. You will 
be contact in November 2017 with a link for completion of an electronic survey. It is anticipated 
that the survey will be open for completion during the period November and December 2017. 
The survey will consist of approximately 30-40 questions. 
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Consent to participate: 
Your participation in this project is voluntary and you are not under any obligation to consent or 
participate in this research. Non-participation will not involve any penalty. If you choose to 
participate, you may discontinue participation at any time without penalty or without providing 
an explanation.  
It is hoped that you will participate in the study; your involvement is of great importance to 
validating small business responses collected and analysed prior to your engagement in this 
project. It is proposed that the findings will be used to develop a survey instrument for a wider 
population of small businesses in the service sector. Considering research into the effect of 
taxation on cash flow is limited, responses from the interview are valuable in assisting the 
researcher to create relevant questions for the interview instrument. It is envisaged that the 
findings of the study will fortify current theory, building a stronger framework for future studies.  

 
 
Confidentiality 
The data collected from this research will be reported in general terms and will not involve any 
identifying features. All data will be kept confidential and any participant details will be collated 
in a secure document with access restricted to the research team.  A unique identifying number 
will be allocated to all participants and the correlation between number and participant will be 
kept within this secure document. All related documents will from there on be identified by this 
unique code. All data will be stored securely in a locked filing cupboard for a period of five years 
before being destroyed.  
You will be asked for permission for the researcher to voice record the interviews conducted as 
part of this research.  These voice recordings will be transcribed into document format, 
recordings will be destroyed upon completion of transcription. These transcriptions will be 
identified with the unique participant identifier code and any particular identifying information 
presented in the transcripts will be removed.  

A report of the collective findings from the study will be made available to participants upon 
request. Requests are to be made by email to the PhD Candidate: Melissa Belle Isle 
(melissa.belleisle@griffithuni.edu.au). Should you have any concerns regarding the research 
please do not hesitate in contacting either of the chief investigators, A/Prof Brett Freudenberg 
(07)3382 1196 or Dr Tapan Sarker (07)3735 3835. 

Risks/Benefits to you: 
There are minimal foreseeable risks with your involvement in this study. You will be asked to 
discuss your experience as an expert relating to small business with the researcher. However, 
this information is only used for the research project and not disclosed to any third parties. If 
you are an employee of the participant organisation you will not be expected to disclose any 
information without the consent of your employer. As a measure of our gratitude for your 
participation, you will be presented with an Event Cinemas $30 voucher at the completion of 
the data collection process. Standard terms and conditions of this prize will be in accordance to: 
https://www.griffith.edu.au/research/research-services/research-ethics-
integrity/human/human-research-ethics-manual-2014 
 
The ethical conduct of this research: 
Griffith University conducts research in accordance with the National Statement on Ethical 
Conduct in Human Research. If you have any concerns or complaints about the ethical conduct 
of the research project, you should contact the Manager, Research Ethics at Griffith University 
on 3735 4375 or research-ethics@griffith.edu.au.  
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Questions about the research: 
The Chief Investigators for this research project are A/Prof Brett Freudenberg and Dr Tapan 

Sarker. This research forms part of a Doctor of Philosophy Degree in Accounting being 

undertaken by Melissa Belle Isle (student researcher) in her capacity as a Griffith University 

student. If you have any questions regarding this research, please do not hesitate to either of 

the chief investigators by phone or email; details listed above.  
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Cash Flow of Small Service Businesses in Australia: is there a relationship 

with taxation and owner literacy? 

CONSENT FORM  

RESEARCH TEAM 

 

Chief Investigators:   

A/Prof Brett Freudenberg   Dr Tapan Sarker 
Ph: (07) 3382 8071    Ph: (07)3735 3835 
Email: b.freudenberg@griffith.edu.au Email: tapan.sarker@griffith.edu.au 
Student Researcher:   

Melissa Belle Isle 
Ph: 0411 074 214 
Email: melissa.belleisle@griffithuni.edu.au 
         
I have read the information form and understand that:  
 

• This research forms part of a students’ academic requirement in the Griffith Business 
School Doctor of Philosophy Program – Nathan campus being undertaken by Melissa 
Belle Isle (PhD Candidate) in her capacity as a Griffith University Student. 

• I am being asked to partake in an interview to discuss any effect that Federal tax systems 
have on small business cash flow.  

• The interview will take approximately 20 – 30 minutes. 

• I will also be asked to completed an electronic survey that will take approximately 15 
minutes.  

• The benefit for seeing the project through to completion of both stages will be a $30 
Event Cinema voucher. This is presented by the research team as a form of gratitude for 
participation in the research project and will be provided after the completion of the 
survey.  

• I am being asked to allow voice recording of the interview. This recording will be 
transcribed and once completed the original recording will be destroyed immediately. 

• My participation in the research is voluntary and I may discontinue my participation at 
any time without penalty or explanation. 

• Data will be kept confidential for a period of 5 years in a locked cupboard before being 
destroyed. 

• A report of the collective findings from the study will be made available to participants 
upon request. Requestions are to be made by email to the PhD candidate: Melissa Belle 
Isle on melissa.belleisle@griffithuni.edu.au 
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• I can contact the Manager, Research Ethics, at Griffith University Human Research Ethics 
Committee on 3735 4375 or research-ethics@griffith.edu.au if I have any concerns 
about the ethical conduct or the project.  

• The conduct of this research involves the collection, access and/or use of your identified 
personal information. The information collected is confidential and will not be disclosed 
to third parties without your consent, except to meet government, legal or other 
regulatory authority requirements.   A de-identified copy of this data may be used for 
other research purposes.   However, your anonymity will at all times be safeguarded.   
For further information consult the University’s Privacy Plan at 
http://www.griffith.edu.au/privacy-plan or telephone (07) 3735 4375. 

 
 
I have read the information and consent form. I agree to participate in this study and give 
my consent freely. I understand that the study will be carried out as described in the 
participant information sheet (I have retained a copy for my records). I understand that it 
remains my decision to participate or not in the project and I have the option to withdrawal 
from the study at anytime without explanation. I have had all questions answered to my 
satisfaction. 

 
Name  

Signature  

Date  
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Appendix J 

Survey protocol including informed consent 
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Appendix K 

Overview of Survey questions and their relevance to confidence, perception and literacy 
 

Question 

Number 

Number of sub 

questions  

Question overview Research area explored 

1 0 Outline of the survey NA 

2 0 Full Consent information NA 

3 0 Business size of participant Demographics – business 

4 0 Time in Australia Demographics – SBO 

5 0 Level of Education Demographics – SBO 

6 0 Main business activity  Demographics - business 

7 0 Business legal structure Demographics – business 

8 0 Business trading partners Demographics – business 

9 0 Business age Demographics – business 

10 0 Number of employees Demographics – business 

11 2 responses Annual sales and expenses Demographics – business 

12 0 Use of tax agent or accountant Demographics – advisors 

13 0 Main source of advice Demographics – advisors 

14 0 Engagement of advisors Demographics – advisors 

15 0 SBO past business experience Demographics – SBO 

16 0 Tax compliance for 5 tax systems Demographics – Tax 

17 0 Frequency of tax reporting Demographics – Tax 

18 0 Estimated tax liability for each tax 

system 

Demographics – Tax 

19 0 GST free goods and services Demographics – Tax 

20 6 responses Separating the tax liability Perception – tax and cash 

flow 

21 0 ATO payment arrangement Demographics – Tax and 

cash flow 

22 6 responses Reporting tax liabilities by the due date 

and cash flow  

Perception – RQ1 

23 6 responses Recording for taxation and accuracy of 

business records 

Perception – RQ1 

24 6 responses Accurate tax records and cash flow Perception – RQ1 

25 4 responses Cash flow management activities Confidence – cash flow 

management 

26 6 responses Understanding of tax systems Confidence – business tax 

literacy 

27 3 responses Payment of tax liabilities Perception – RQ1 and RQ2 

28 3 responses Payment of tax liabilities Perception – RQ1 and RQ2 

29 6 responses  Cash flow management activities Demographics – cash flow 

management 

30 6 responses Cash flow management activities Demographics – cash flow 

management 
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31 0 Value of advice for business activities Perception – all research 

areas 

32 4 responses  Superannuation Guarantee Literacy – taxation 

33 4 responses  GST Literacy – taxation 

34 4 responses FBT Literacy – taxation 

35 4 responses Income Tax Literacy – taxation 

36 3 responses Income Tax Literacy – taxation 

37 4 responses Income Tax Literacy – taxation 

38 3 responses PAYG Withholding Literacy – taxation 

39 5 responses Financial statement usefulness Perception – financial 

statements 

40 4 responses Financial statement usefulness Confidence – financial 

statements 

41 4 responses Financial statement usefulness Perception – financial 

statements 

42 4 responses Financial Statements Literacy – financial 

statements 

43 3 responses Financial Statements Literacy – financial 

statements 

44 0 Accounting system employed Demographics – CAS 

45 6 responses CAS reporting Literacy – CAS 

46 4 responses CAS activities Literacy – CAS 

47 3 responses CAS Usefulness Perception – CAS 

48 5 responses Understanding CAS functions   Confidence – CAS 

49  2 responses Thank you and entry to win prize for 

participating 

NA 

 




