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Abstract

This study examines advances in financial governance and
accountability systems in small and medium enterprises
(SMEs), with emphasis on the evolving mechanisms,
structures, and digital practices that strengthen financial
transparency, managerial responsibility, and institutional
sustainability. SMEs play a central role in employment
generation, innovation, and economic development, yet they
often face persistent governance weaknesses, including
informal financial controls, weak documentation, poor
reporting standards, limited oversight capacity, and
vulnerability to fraud and resource misallocation. In
response to these challenges, recent advances in financial
governance have introduced more structured accountability
systems that improve decision-making, compliance, and
organizational resilience across SME environments. The
paper develops a conceptual perspective on how modern
financial ~ governance  systems are  transforming
accountability practices in SMEs through the integration of
internal controls, financial reporting procedures, digital
accounting tools, audit mechanisms, and leadership
oversight. Particular attention is given to the growing use of
cloud-based accounting platforms, automated transaction
tracking, real-time dashboard reporting, and data-driven
financial monitoring as instruments for reducing opacity and
enhancing control. The study also highlights the importance
of governance culture, ethical leadership, role clarity, and

policy formalization in promoting accountability across
managerial and operational levels. The proposed discussion
identifies five major pillars of advanced SME financial
governance: transparent reporting systems, internal control
discipline, regulatory and tax compliance, digital financial
monitoring, and accountability-based leadership structures.
These pillars are presented as mutually reinforcing elements
that support improved budgeting, fraud prevention, risk
visibility, performance evaluation, and stakeholder trust.
The study argues that advances in governance systems are
not limited to large corporations but are increasingly
necessary for SMEs seeking growth, investment readiness,
and long-term competitiveness in dynamic business
environments. The paper concludes that strengthening
financial governance and accountability systems in SMEs is
essential for improving operational efficiency, safeguarding
resources, and sustaining enterprise development. By
advancing from informal financial management practices to
integrated governance frameworks, SMEs can better align
their financial activities with strategic goals, external
obligations, and sustainability expectations. The study
provides a foundation for future empirical research and
practical governance reforms tailored to the realities of
small and medium enterprises across diverse sectors and
emerging economies worldwide today, especially.

Keywords: Financial Governance, Accountability Systems, Small and Medium Enterprises, Internal Controls, Financial
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1. Introduction

Financial governance has become an increasingly important issue in the management and sustainability of small and medium
enterprises because these businesses play a vital role in economic growth, employment generation, innovation, and local
market development. SMEs constitute a large share of business activity in both developed and emerging economies, yet many
of them operate with limited financial structures, informal decision-making processes, and weak internal oversight
mechanisms. Financial governance in this context refers to the systems, policies, controls, and leadership practices through
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which financial resources are planned, managed, monitored,
and reported in order to support accountability,
transparency, and effective decision-making (Adesiyan &
Alaba, 2024, Liadi, 2024, Okonkwo, et al., 2024, Taiwo &
Okosieme, 2024). In large corporations, these structures are
often well established through formal boards, audit systems,
and regulatory reporting obligations. In SMEs, however,
financial governance is frequently less formalized, often
concentrated in the hands of owners or a few senior
managers, and shaped by resource constraints,
entrepreneurial culture, and operational urgency. Despite
these limitations, strong financial governance remains
essential for SME survival and growth because it influences
budgeting discipline, cost control, resource allocation,
financial reporting quality, and overall enterprise credibility.
Accountability systems are equally important in small and
medium enterprises because they help ensure that financial
decisions and actions are traceable, justified, and aligned
with the objectives of the enterprise. In the SME
environment, accountability systems include internal
controls, financial reporting procedures, record-keeping
practices, approval processes, performance monitoring
arrangements, and mechanisms for assigning responsibility
for the use of business resources. These systems are
necessary because SMEs often face heightened risks of
financial mismanagement due to the overlap between
ownership and management, limited segregation of duties,
and dependence on trust-based informal arrangements
(Taiwo, 2022, Umoh, 2022). Without accountability
structures, enterprises may experience weak financial
discipline, inaccurate reporting, cash flow leakages, fraud
vulnerability, and poor strategic planning. Effective
accountability systems therefore contribute not only to
internal order but also to external trust. Lenders, investors,
regulators, tax authorities, suppliers, and development
partners are more likely to engage with SMEs that can
demonstrate reliable financial documentation, control
discipline, and transparent governance practices. In this
sense, accountability systems are not merely administrative
tools; they are strategic instruments for improving
credibility, attracting support, and strengthening the long-
term viability of the enterprise.

At the same time, the financial management environment of
SMEs is becoming more challenging and dynamic. Small
and medium enterprises now operate in increasingly
competitive, uncertain, and technology-driven markets
where traditional informal practices are often no longer
sufficient. Many SMEs face persistent problems such as
weak bookkeeping, irregular financial reporting, poor
budgeting, inadequate internal controls, limited financial
literacy, and restricted access to digital accounting systems
(Aye and Tawose, 2015). These problems are compounded
by rising compliance requirements, tax obligations,
inflationary pressures, fluctuating exchange rates, credit
constraints, cyber risks, and evolving stakeholder
expectations regarding transparency and responsible
management. In many cases, SME owners and managers are
required to make important financial decisions under
conditions of uncertainty without the benefit of robust
governance frameworks or timely financial information. As
enterprises grow, these weaknesses become even more
pronounced, creating risks that can hinder scalability, reduce
profitability, and expose the business to avoidable financial
and legal difficulties. The increasing complexity of modern
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business environments has therefore created a pressing need
for more advanced and integrated approaches to financial
governance and accountability in SMEs.

Against this background, the purpose of this study is to
examine advances in financial governance and
accountability systems in small and medium enterprises and
to explore how these developments can strengthen enterprise
management, transparency, and resilience. The study is
significant because it addresses a critical gap in
understanding how SMEs can move from informal and
fragmented financial practices toward more structured
governance arrangements that support sustainable growth. It
provides an opportunity to highlight emerging governance
mechanisms, digital tools, internal control practices, and
accountability structures that are becoming increasingly
relevant in the SME context (Lawal & Oduleye, 2022,
Morah, et al., 2022). The study also contributes to broader
discussions on enterprise development by showing that
financial governance is not only a concern for large
corporations but also a fundamental requirement for smaller
businesses  seeking  stability, competitiveness, and
investment readiness. By focusing on advances in
governance and accountability systems, the study offers a
conceptual foundation for managers, policymakers,
regulators, and researchers interested in improving the
financial management capacity of SMEs in diverse
economic settings.

2. Methodology

This study adopts a structured integrative conceptual
methodology to develop a framework for understanding
advances in financial governance and accountability systems
in small and medium enterprises. The method is suitable
because the objective of the study is conceptual
development rather than primary-data testing. It is intended
to synthesize ideas, models, and explanatory mechanisms
from existing literature in order to build a coherent
framework  showing  how  governance  practices,
accountability routines, digital systems, and control
mechanisms interact to improve SME performance,
transparency, and resilience. A conceptual integrative
method is especially appropriate where relevant knowledge
is scattered across studies on financial analytics, cloud
accounting, fraud control, compliance systems, predictive
budgeting, dashboard monitoring, and enterprise governance
rather than concentrated in one empirical stream.

The methodological process began with problem framing.
The study was anchored on the persistent weaknesses found
in many SMEs, including informal financial practices, weak
internal controls, poor record-keeping, limited reporting
structures, high fraud exposure, compliance gaps, and low
visibility into financial performance. At the same time, the
literature points to major advances in governance
capabilities driven by formalized financial procedures,
analytics-enabled planning, cloud accounting, compliance
automation, and digital accountability systems. The
methodology therefore aimed to explain these advances by
drawing together relevant insights from the supplied studies
and translating them into a unified conceptual structure. The
central analytical question guiding the method was how
modern governance and accountability mechanisms can be
integrated into a coherent system that supports financial
discipline, operational efficiency, stakeholder confidence,
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regulatory compliance, and long-term sustainability in
SMEs.

The next stage involved purposive literature identification
and source clustering. The supplied references were treated
as the methodological evidence base and were screened
according to their conceptual relevance to financial
governance and accountability in SMEs. Studies on
integrated forecasting, decision-centric analytics, predictive
budgeting, and cost governance were used to support the
planning, control, and financial intelligence dimensions of
the model (Adesuyi et al., 2021a; Adesuyi et al., 2021b;
Adesuyi et al., 2022; Adesuyi et al., 2023). Research on
risk-based financial governance, predictive analytics for
capital allocation, decision support systems, and enterprise
risk management contributed to the treatment of risk,
decision discipline, and performance-oriented governance
(Agbosu et al., 2019; Agbosu et al., 2020; Morah et al.,
2021; Lawal & Oduleye, 2023; Lawal & Oduleye, 2025).
Studies dealing with financial control architectures, cash-
flow consolidation, strategic finance, and executive
dashboards supported the accountability, oversight, and
financial coordination logic of the framework (Kalu et al.,
2022; Dada et al., 2021; Isiekwu et al., 2021; Walawalkar et
al., 2025).

A distinct cluster of sources was used for the digital
accountability layer of the methodology. These included
studies on cloud accounting and reporting efficiency, digital
financial transparency, integrated data visualization,
dashboard frameworks, Al-driven financial crime
investigation, and fraud control systems (Sarker, 2025; Bello
et al., 2025; Ogbole et al., 2023; Okoruwa et al., 2024;
Umoh, 2022; Umoh, 2024). Another related -cluster
addressed compliance, monitoring, and governance
technology. Here, relevant sources included research on tax
governance analytics, automated financial transparency
systems, explainable Al for ethical auditing and compliance
monitoring, and data-driven accountability architectures
(Lawal & Oduleye, 2018; Olawore et al., 2025; Taiwo et al.,
2024a; Taiwo et al., 2024b). Broader studies on the effect of
financial management practices on SME development and
the relationship between business model innovation and
performance were also incorporated to ensure that the
emerging framework remained grounded in SME growth
and enterprise outcomes rather than purely technical control
design (Zada et al., 2021; Kising’u, 2025).

After source identification, the methodology proceeded to
relevance filtering and domain mapping. This stage involved
sorting the literature into functional conceptual domains
according to what each study contributed to the developing
model. One domain captured formal financial governance,
including policies, procedures, oversight systems, control
architectures, and executive accountability. A second
domain captured accountability and transparency
mechanisms, including financial reporting, auditability,
dashboard visibility, data traceability, and stakeholder
communication. A third domain addressed digital
innovation, especially cloud accounting, predictive
analytics, automated transaction monitoring, fraud detection,
and Al-assisted decision support. A fourth domain focused
on compliance and risk management, including regulatory
technology, control assurance, financial crime monitoring,
and predictive risk intelligence. A fifth domain covered
enterprise outcomes, including performance, resilience,
efficiency, investor confidence, and sustainability. This
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domain-mapping step was necessary because the supplied
references span multiple adjacent topics, and the
methodology required a disciplined way of assigning
conceptual contributions to the emerging framework.

The next stage involved analytical extraction. Each source
was reviewed for its major constructs, propositions,
mechanisms, and implied governance effects. Constructs
extracted from the literature included internal control
systems, financial planning analytics, budgeting discipline,
cost governance, accountability routines, audit trails,
reporting visibility, fraud detection, compliance automation,
stakeholder trust, dashboard monitoring, predictive risk
analysis, and operational transparency. The extraction
process did not treat all studies as equal in weight. Priority
was given to studies with direct relevance to finance-led
governance, digital accountability systems, compliance
monitoring, and SME management outcomes. The extracted
concepts were then recorded in a synthesis matrix to show
relationships  between governance inputs, enabling
mechanisms, and enterprise-level consequences.

Following extraction, a thematic synthesis was conducted.
This synthesis merged similar concepts from different
sources into higher-order themes that could serve as the
building blocks of the methodology and final conceptual
model. The first theme was formal governance system
advancement, which included documented financial
policies, internal control routines, strategic finance
oversight, and structured procedures. The second theme was
reporting and  transparency  enhancement,  which
incorporated digital accounting, financial reporting quality,
dashboard visibility, and data integrity. The third theme was
accountability integration, which captured how controls,
approval trails, transaction traceability, and performance
review are embedded in daily business activity. The fourth
theme was digital governance enablement, covering cloud
platforms, Al-supported analytics, predictive budgeting,
automated reporting, and fraud monitoring. The fifth theme
was compliance and assurance strengthening, which covered
regulatory alignment, monitoring systems, financial crime
investigation, and audit-support capabilities. The final theme
was enterprise outcomes, which included efficiency, trust,
resilience, sustainability, and growth.

The integrative stage of the methodology then linked these
themes into a directional conceptual structure. Formal
governance system advancement was positioned as the
foundational layer, since documented procedures, role
clarity, and financial control logic create the institutional
basis for accountability. Reporting and transparency
enhancement was positioned as the visibility layer, because
governance cannot function effectively without reliable and
accessible financial information. Accountability integration
was treated as the operational layer through which
governance expectations are translated into routines,
approvals, documentation, and traceable actions. Digital
governance enablement was then positioned as the catalytic
layer, strengthening the speed, accuracy, automation, and
continuity of governance processes. Compliance and
assurance strengthening was placed as the protective layer,
ensuring that governance systems not only support
performance but also reduce fraud, improve regulatory
readiness, and sustain trust. These five interdependent layers
were then linked to enterprise outcomes such as improved
financial performance, operational efficiency, stakeholder
confidence, resilience, and sustainability.
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To improve rigor, the draft conceptual structure was
subjected to internal logic review. This involved checking
whether the identified themes were sufficiently supported by
the supplied literature, whether the relationships between the
themes were conceptually coherent, and whether the
framework could plausibly explain current advances in SME
governance systems. The model was also checked for
contextual fit with the realities of SMEs, especially limited
resources, evolving formalization needs, dependence on
trust-based management, and increasing pressure to adopt
digital financial systems. This review helped ensure that the
final framework did not simply reflect abstract governance
ideals but remained applicable to practical SME
environments.

Overall, the methodology can be described as a structured
integrative conceptual synthesis. It combines purposive
literature selection, relevance filtering, construct extraction,
thematic synthesis, and framework assembly to generate a
conceptual model of advances in financial governance and
accountability systems in SMEs. This method is appropriate
because it enables the study to explain complex institutional
change without imposing an unnecessary empirical design
on a fundamentally conceptual objective. The resulting
methodology provides a strong foundation for future
empirical validation, comparative sectoral application, and
context-specific adaptation across different categories of
small and medium enterprises.
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Fig 1: Flowchart of the study methodology

2.1 Conceptual Understanding of Financial Governance
and Accountability Systems

Financial governance in the small and medium enterprise
context refers to the structures, principles, processes, and
control practices through which financial resources are
directed, managed, monitored, and reported in a manner that
supports  accountability, transparency, and strategic
decision-making. In large corporations, financial governance
is often embedded in formal systems involving boards of
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directors, audit committees, regulatory reporting
mechanisms, and layered management oversight. In SMEs,
however, the concept takes on a more practical and adaptive
form because these enterprises usually operate with fewer
managerial layers, limited technical resources, and a closer
overlap between ownership and daily operations (Anioke &
Atima, 2023, Babatope, et al., 2023, Ogunboye, et al., 2023,
Okonkwo, Mayo & Okeke, 2023). Financial governance in
SMEs therefore involves the deliberate establishment of
rules, responsibilities, and monitoring arrangements that
guide how money is earned, spent, recorded, protected, and
evaluated. It includes budgeting practices, approval
procedures, internal checks, reporting routines, cost control
measures, and the broader leadership attitude toward
financial stewardship.

The SME context gives financial governance a distinctive
character because many small and medium enterprises
emerge from entrepreneurial initiative rather than from
formal institutional design. Business founders often combine
ownership, management, and operational responsibilities,
which can create agility and speed but may also reduce
financial objectivity and limit oversight. In such
environments, financial governance is not only about formal
compliance or accounting order; it is about creating systems
that prevent excessive informality from undermining
enterprise performance. It ensures that financial decisions
are not based solely on intuition, personal discretion, or
short-term survival concerns, but are linked to records,
controls, planning, and accountability expectations (Atima
& Anioke, 2020, Okonkwo, et al., 2020). In this sense,
financial governance in SMEs serves as a stabilizing
framework that transforms financial management from a
reactive activity into a structured function aligned with
enterprise goals. It supports the enterprise in balancing
entrepreneurial flexibility with financial discipline, which is
especially important as SMEs seek to grow, attract
investment, manage competition, and withstand market
uncertainty. Figure 2 shows the central position and role of
financial management. Source: Adapted from the role of
financial management presented by Zada, Yukun & Zada,
2021.

Marketing
Management Sale Management
Engineering Customer
Management Management
Financial
Management
Personal Production
IManagement IManagement

R&D

Management Quality Management

Fig 2: The central position and role of financial management.
Source: Adapted from the role of financial management (Zada,
Yukun & Zada, 2021)

Accountability systems are closely related to financial
governance but focus more specifically on the mechanisms
through which financial actions and decisions are made
traceable, explainable, and answerable within the enterprise.
An accountability system can be defined as the set of
processes, rules, responsibilities, documentation practices,
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and review mechanisms through which individuals and units
within an organization are held responsible for the use of
financial resources and the outcomes of their decisions. In
SMEs, accountability systems include record-keeping
arrangements, expenditure approval procedures, reporting
lines, reconciliations, audit trails, cash management
controls, financial performance reviews, and sometimes
external checks from auditors, lenders, or tax authorities
(Aye and Tawose, 2016, Lawal & Oduleye, 2018). These
systems help answer key questions such as who authorized a
transaction, why the expenditure was made, whether it
complied with policy, how it was recorded, and what
outcome it produced for the business.

The scope of accountability systems in SMEs is broader
than simple bookkeeping. While maintaining accurate
records is a central part of accountability, the concept also
extends to financial behaviour, managerial responsibility,
compliance with obligations, and stewardship of enterprise
assets. Accountability systems can be internal, such as
control procedures and management reviews, or external,
such as tax reporting, creditor requirements, grant
accountability, and investor disclosures. In practice, these
systems create the conditions for responsible financial
conduct by reducing ambiguity and limiting the opportunity
for misuse of resources (Liadi, 2022, Owoade, et al., 2022).
They are especially important in SMEs because these
enterprises often lack extensive segregation of duties,
meaning that a small number of people may control
purchasing, payments, inventory, and reporting. Without a
functioning accountability system, such concentration of
responsibility can lead to weak documentation, hidden
financial leakages, fraud vulnerability, and poor decision
follow-through. Accountability systems therefore serve as a
necessary counterpart to governance by ensuring that
governance expectations are translated into measurable
conduct and reviewable financial practices. Figure 3 shows
the conceptual framework of cloud accounting and financial
reporting efficiency of SMEs presented by Sarker, 2025.

CLOUD
ACCOUNTING
SYSTEM

FINANCIAL
REPORTING
EFFICIENCY

PROCESS 3 INTERNAL
INTEGRATION CONTROLS

Fig 3: Conceptual Framework of Cloud Accounting and Financial
Reporting Efficiency of SMEs (Sarker, 2025)

The relationship between governance, transparency, and
financial discipline is central to understanding how SMEs
can strengthen their internal systems and improve enterprise
performance. Governance provides the structural and
managerial framework within which financial decisions are
made and monitored. Transparency refers to the openness,
clarity, and reliability of financial information made
available to decision-makers and relevant stakeholders.
Financial discipline refers to the consistent application of
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prudent financial practices such as cost control, budgeting,
proper authorization, timely reporting, and adherence to
policy (Akokodaripon, Okoruwa & Babatope, 2024,
Babatope, Akokodaripon & Okoruwa, 2024, Okoruwa, et
al., 2024). These three concepts are closely interconnected
and mutually reinforcing. Governance establishes
responsibilities and rules. Transparency makes financial
activity visible and understandable. Financial discipline
ensures that decisions and actions follow sound principles
rather than convenience or impulse.

In SMEs, weak governance often leads to poor transparency
because there are no defined standards for how transactions
should be recorded, reviewed, or communicated. When
financial information is incomplete, delayed, or inaccurate,
managers and owners cannot make sound decisions, and
stakeholders lose confidence in the business. Poor
transparency also undermines financial discipline, because if
expenditure, revenue, debt, and obligations are not clearly
visible, it becomes easier for inefficiency, overspending, or
misuse of funds to continue without detection. Conversely,
strong governance improves transparency by creating
routines for documentation, reporting, and review (Adesuyi,
Kalu & Walawalkar, 2023, Ogbole, et al., 2023, Taiwo,
Aramide & Tiamiyu, 2023). This transparency supports
financial discipline by making it easier to compare actual
performance against budgets, identify irregularities, and
hold responsible persons accountable for deviations. In other
words, governance provides the institutional order,
transparency provides the informational clarity, and
financial discipline provides the behavioural consistency
needed for sustainable financial management. Figure 4
shows figure of complete structural model presented by
Kising'u, 2025.

06, Crodt Access 08 Loan Avalabay 03 Usieaten of Financial Services.

o S Financisl Access

2400 (0.000)

10 Sales Growth
02 Savrgs Lteracy

) Dett Lieacy 1. Caplal Growth

— 12 Labeur Grouth
04 Investment Liaracy - -
—~ Financial Literacy Pedomance T~

13 Warkat Growth

08 Insurance Liseacy

Fig 4: Complete structural model (Kising'u, 2025).

This relationship is especially important in SMEs because
financial problems in such enterprises often arise not from
the absence of revenue potential but from the absence of
disciplined systems. A business may have strong market
demand yet still fail because cash flow is poorly tracked,
expenses are not controlled, debts are unmanaged, or
financial decisions are made without reliable information.
Governance and accountability systems help address these
weaknesses by creating a more systematic environment for
resource management. When owners and managers can
clearly see how funds move through the business, assess
whether expenditures support strategy, and review whether
internal controls are functioning, they are better positioned
to protect profitability and avoid unnecessary risk (Bello, et
al. 2022, Taiwo & Amoah-Adjei, 2022). Transparency also
strengthens trust with external actors, including banks,
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suppliers, tax authorities, and potential investors, who
increasingly expect evidence of responsible financial
management before extending support or credit.

The relevance of financial governance and accountability
systems to SME growth and sustainability is profound.
Growth in SMEs often brings increased complexity,
including larger transaction volumes, more employees,
broader supply chains, multiple customer segments, and
greater exposure to legal and financial obligations. Informal
systems that may be workable in a micro-enterprise become
inadequate as the business expands. Without stronger
financial governance, growth can actually increase
vulnerability by creating more opportunities for financial
error, internal leakage, poor investment choices, and
strategic confusion. Governance and accountability systems
provide the structure needed to manage this transition. They
support planning, performance measurement, cost visibility,
and resource prioritization, all of which are essential for
controlled and sustainable expansion (Dada, Isickwu &
Oluwo, 2021, Isickwu, Oluwo & Dada, 2021).

These concepts are equally important to sustainability
because enterprise survival depends not only on sales but
also on how effectively financial resources are protected and
used over time. Sustainability in the SME context involves
the ability to maintain operations, meet obligations, adapt to
changing conditions, and generate value consistently
without undermining the enterprise’s financial base. Strong
financial governance contributes to this by improving
budgeting accuracy, reducing waste, preventing fraud,
ensuring timely compliance, and supporting informed
investment decisions. Accountability systems reinforce
sustainability by making it possible to detect problems early,
assign responsibility for corrective action, and build a
culture of responsible stewardship (Awanye, et al., 2023,
Babatope, ef al., 2023, Oluwadele, et al., 2023, Tawose, et
al., 2023). In sectors where access to finance is difficult,
these systems also enhance sustainability by improving the
credibility of the enterprise in the eyes of lenders and
investors.

Moreover, in an increasingly digital and competitive
business  environment, financial = governance and
accountability have become strategic rather than merely
administrative concerns. SMEs are under growing pressure
to adopt digital accounting tools, respond to regulatory
changes, maintain tax compliance, and demonstrate
financial integrity in business partnerships. Enterprises that
lack transparent and disciplined systems may struggle to
compete, secure contracts, or participate in formal value
chains. Those with stronger governance arrangements are
more likely to build trust, manage growth effectively, and
adapt to external shocks such as inflation, currency
fluctuations, market disruptions, or policy changes
(Okoruwa, et al., 2024, Olalere & Uzu-Okoh, 2024,
Oluwadele, Tawose and Adetumbi, 2024). This means that
financial governance and accountability systems are not
simply protective mechanisms; they are enablers of strategic
capability and long-term resilience.

In conclusion, the conceptual understanding of financial
governance and accountability systems in SMEs reveals that
these are foundational elements of sound enterprise
management rather than optional administrative add-ons.
Financial governance provides the framework through
which financial decisions are directed and controlled in
alignment with business objectives. Accountability systems
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ensure that those decisions and actions can be traced,
reviewed, and justified. Their relationship with transparency
and financial discipline shows that sustainable enterprise
management depends on both institutional structure and
behavioural consistency (Lawal & Oduleye, 2018,
Okonkwo, Ogunwole & Okeke, 2018). For SMEs seeking
growth, stability, and long-term relevance, these concepts
are essential because they strengthen internal control,
improve decision quality, support stakeholder trust, and
provide the financial order needed to survive and compete in
increasingly demanding business environments.

2.2 Theoretical
Governance
The theoretical foundations for SME financial governance
provide an important basis for understanding why
governance and accountability systems are necessary, how
they function, and what principles should guide their design
in small and medium enterprises. Although SMEs are often
viewed as less formal, more flexible, and more
entrepreneur-driven than large corporations, they still face
serious financial management challenges that require
structured oversight, responsible leadership, and credible
control mechanisms. Financial governance in SMEs is not
only about technical compliance or record-keeping (Oluwo,
Dada & Isickwu, 2022). It is deeply connected to theories
that explain relationships between owners and managers,
responsibilities to different stakeholder groups, the role of
trust in organizational stewardship, and the influence of
institutional norms on enterprise behaviour. These theories
help explain why governance systems matter even in smaller
firms and why advances in accountability systems are
increasingly relevant to SME survival, growth, and long-
term sustainability.

Agency theory is one of the most influential frameworks for
understanding managerial accountability in financial
governance. The theory is based on the relationship between
principals, who own or finance the enterprise, and agents,
who manage it on their behalf. The central concern of
agency theory is that agents may not always act in the best
interests of principals because they may pursue personal
goals, withhold information, or make decisions that serve
their own preferences rather than the long-term interests of
the enterprise (Akokodaripon, et al., 2023). In large
corporations, this separation between ownership and
management is often clear, but in SMEs, the situation can be
more nuanced. Many SMEs are owner-managed, meaning
the entrepreneur serves as both principal and agent. Even in
such cases, agency issues do not disappear. They may
emerge between owners and hired managers, between
majority owners and minority investors, between founders
and employees entrusted with financial duties, or even
within family-owned businesses where multiple relatives
share control and decision-making.

Agency theory is useful in the SME context because it
highlights the need for accountability mechanisms that
reduce the risks associated with concentrated discretion and
information asymmetry. When financial decisions are made
by a small number of individuals without adequate checks,
the enterprise becomes vulnerable to poor budgeting,
resource diversion, weak documentation, excessive personal
withdrawals, opportunistic procurement decisions, and weak
cost discipline. Agency theory therefore supports the
introduction of governance tools such as approval
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procedures, internal controls, role clarification, financial
reporting routines, audit trails, and performance monitoring
systems  (Akin-Oluyomi, et al., 2025, Babatope,
Akokodaripon & Okoruwa, 2025, Bello, et al., 2025). These
mechanisms are intended to ensure that those entrusted with
business resources use them prudently and transparently. In
SMEs, where formal governance is often limited, agency
theory reinforces the idea that managerial accountability
should not be left to trust alone. Even where relationships
are close and informal, systems are still needed to reduce
ambiguity, improve oversight, and ensure that financial
decisions are aligned with enterprise objectives rather than
personal convenience or unchecked discretion.

Stakeholder theory broadens the understanding of financial
governance by arguing that enterprises have responsibilities
not only to owners but also to a wider set of groups that
affect or are affected by their activities. These groups
include employees, customers, suppliers, creditors,
regulators, communities, tax authorities, development
partners, and in some cases local investors or family
contributors. In the SME setting, stakeholder theory is
particularly relevant because small businesses often operate
within close social and economic networks where
relationships are direct, personal, and highly consequential
(Anioke & Atima, 2019, Badmus & Olamide, 2019). The
financial behaviour of an SME can influence not only
profitability but also staff welfare, supplier payments,
community trust, tax compliance, and the confidence of
lenders and partners. Financial governance, from a
stakeholder perspective, is therefore not simply about
protecting private ownership interests. It is about ensuring
responsible stewardship of financial resources in a way that
respects the interests and expectations of multiple parties
connected to the enterprise.

This perspective is important because SMEs frequently
depend on stakeholder goodwill and confidence for survival.
A business that consistently delays supplier payments, fails
to meet wage obligations, neglects tax duties, or provides
unreliable financial information to lenders may quickly
damage its relationships and lose access to support.
Stakeholder theory supports governance systems that
encourage transparency, fairness, responsible reporting, and
prudent risk-taking because these qualities strengthen trust
across the enterprise ecosystem. It also highlights the ethical
dimension of financial governance, reminding SME leaders
that financial decisions have social and relational
consequences beyond the balance sheet (Olude & Badmus,
2015, Kolndadacha, et al., 2013). For example, poor cash
management may not only weaken the business internally
but also affect workers’ income security, disrupt local
suppliers, or undermine obligations to regulators. In this
sense, stakeholder theory provides a broader framework for
financial responsibility, showing that accountability in
SMEs should extend beyond internal owners to include the
wider network that sustains enterprise operations and
legitimacy.

While agency theory emphasizes control and stakeholder
theory emphasizes responsibility, stewardship theory offers
a different but complementary perspective by focusing on
trust-based governance. Stewardship theory assumes that
managers and organizational actors are not always self-
interested opportunists who must be constantly monitored.
Instead, they may act as stewards who are motivated by
responsibility, loyalty, achievement, and commitment to the
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long-term success of the enterprise. This theory is
particularly relevant in SMEs because many small
businesses are built on close relationships, entrepreneurial
passion, family involvement, and personal commitment
rather than purely contractual arrangements. In such
environments, governance may function not only through
formal controls but also through shared values, mutual trust,
and a strong sense of ownership over enterprise outcomes
(Bello, et al. 2023, Lawal & Oduleye, 2023, Mayo, ef al.,
2023, Taiwo & Okosieme, 2023).

Stewardship theory helps explain why some SMEs perform
effectively even when formal governance systems are
relatively simple. Where owners, managers, and staff are
genuinely committed to the business, trust can support rapid
decision-making, low monitoring costs, and strong
alignment around enterprise goals. Financial governance
under this perspective is not merely a system of restriction
but a framework that empowers responsible action while
preserving accountability (Adesuyi, Walawalkar & Kalu,
2022, Liadi, 2022). It supports leadership models that
emphasize ethical conduct, transparency, participation, and
collective commitment rather than suspicion alone. In
practical terms, stewardship theory encourages governance
arrangements that combine trust with clarity. It suggests that
SMESs should not view accountability systems as signs of
distrust but as tools for sustaining responsible stewardship,
preserving institutional memory, and supporting sound
decisions as the business grows more complex.

However, stewardship theory does not imply that trust alone
is sufficient. Rather, it highlights the importance of
designing governance systems that build on trust-based
relationships  while still maintaining documentation,
controls, and role clarity. In SMEs, this balance is especially
important. Overreliance on informal trust can become
problematic when enterprises expand, hire more staff, bring
in external investors, or face financial stress. Under such
conditions, even well-meaning individuals may make errors
or struggle with competing pressures (Adesiyan & Alaba,
2025, Badmus & Olamide, 2025, Oluwadele, et al., 2025,
Yusuff, et al., 2025). Stewardship theory therefore enriches
the discussion of SME financial governance by showing that
effective governance is not only about preventing
misconduct but also about enabling responsible leadership
and preserving the relational strengths that often
characterize successful SMEs.

Institutional theory adds another important dimension by
explaining how governance practices in SMEs are shaped by
the external environment in which they operate. According
to institutional theory, organizations adopt structures, rules,
and practices not only because they are technically efficient
but also because they seek legitimacy, acceptance, and
conformity with societal expectations. SMEs do not operate
in isolation. They exist within regulatory, professional,
cultural, and market environments that shape what is
considered acceptable or credible financial behaviour.
Governments require tax reporting and legal compliance
(Okonkwo, Ogunwole & Okeke, 2018, Olamide & Badmus,
2018). Banks demand financial records before extending
credit. Industry norms encourage documentation and
control. Development programs may require accountability
for grants or support funds. Digital business ecosystems
increasingly expect traceable financial practices and
transparent reporting. Institutional theory helps explain why
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SMEs adopt governance and accountability systems in
response to these pressures.

This theory is especially relevant to compliance-oriented
practices in financial governance. As business environments
become more regulated and interconnected, SMEs are under
increasing pressure to formalize their financial systems.
What may once have been acceptable informal practice can
become a liability in settings where documentation, digital
reporting, tax compliance, and financial transparency are
required for market participation. Institutional theory shows
that governance systems are often adopted not only to
improve internal management but also to demonstrate
legitimacy to external actors (Isieckwu, 2024, Okonkwo, et
al., 2024, Taiwo, 2024, Walawalkar, Kalu & Adesuyi,
2024). A small business that implements proper
bookkeeping, internal approvals, digital accounting
software, and compliance routines signals seriousness,
reliability, and readiness to engage with formal institutions.
These signals matter because they influence access to
finance, contractual opportunities, partnerships, and
reputation.

Institutional theory also reminds us that advances in SME
financial governance are shaped by wider social and
economic change. The growth of digital financial systems,
the spread of tax formalization policies, the expectations of
investors and donors, and the influence of professional
accounting norms all encourage SMEs to strengthen
accountability systems. In this way, governance is both an
internal management tool and a response to external
legitimacy pressures. SMEs that fail to adapt may struggle
to compete in formal markets or meet the requirements of
regulators and financiers. Those that align their practices
with institutional expectations are more likely to be seen as
credible and sustainable (Adesuyi, Kalu & Walawalkar,
2021, Badmus & Olamide, 2021, Olamide & Badmus,
2021).

Taken together, these theories provide a rich foundation for
understanding financial governance in SMEs. Agency
theory explains the importance of managerial accountability
and the need for controls to reduce misuse of discretion.
Stakeholder theory broadens the focus to financial
responsibility toward multiple groups whose trust and
welfare are linked to the enterprise. Stewardship theory
highlights the wvalue of trust-based governance and
responsible leadership, especially in close-knit and
entrepreneurial settings. Institutional theory emphasizes the
influence of external norms, regulations, and legitimacy
pressures in shaping compliance-oriented governance
practices. Together, these perspectives show that SME
financial governance is not a narrow technical issue but a
multidimensional system shaped by accountability, ethics,
trust, and institutional adaptation (Adediran, et al., 2025,
Okonkwo, et al., 2025, Olawore, et al., 2025, Oluwadele, et
al., 2025).

In conclusion, the theoretical foundations for SME financial
governance demonstrate that advances in governance and
accountability systems are both necessary and conceptually
well grounded. SMEs may differ from large corporations in
scale and structure, but they are no less in need of systems
that ensure responsible financial management. By drawing
on agency, stakeholder, stewardship, and institutional
perspectives, a stronger conceptual understanding emerges
of how governance can support transparency, discipline,
trust, compliance, and long-term sustainability in small and
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medium enterprises (Dada, Isieckwu & Oluwo, 2021, Morah,
etal., 2021).

2.3 Traditional Financial Governance Challenges in
SMEs

Traditional financial governance challenges in small and
medium enterprises remain a major concern because they
directly affect business stability, accountability, growth
potential, and long-term sustainability. Although SMEs are
widely recognized for their flexibility, innovation, and
contribution to employment and economic development,
many of them continue to operate with financial systems
that are weak, informal, and insufficiently structured for
effective governance. In many cases, the financial practices
that support day-to-day survival in the early stages of a
business become major limitations as the enterprise grows
(Lawal & Oduleye, 2019). The problem is not simply that
SMESs have fewer resources than larger firms, but that their
financial governance systems are often underdeveloped,
inconsistent, and overly dependent on the judgment of a few
individuals.  These  traditional = weaknesses create
vulnerabilities that can distort financial decisions, reduce
efficiency, weaken stakeholder confidence, and expose
enterprises to avoidable operational and legal problems.

One of the most persistent challenges in SME financial
governance is the presence of weak internal controls and
highly informal financial practices. Internal controls refer to
the policies, procedures, approval systems, checks, and
monitoring mechanisms designed to safeguard assets, ensure
accurate reporting, prevent misuse of funds, and promote
responsible financial conduct. In many SMEs, however,
such controls are either absent or only loosely applied.
Financial transactions may be approved verbally, cash may
be handled without adequate documentation, purchases may
be made without proper authorization, and responsibilities
for payments, collections, and reconciliations may overlap
without clear separation (Adeosun, et al., 2025, Nonso, et
al., 2025, Okoruwa, et al., 2025). These informal practices
are often justified by business owners as necessary for
speed, convenience, or trust-based management. While such
flexibility may appear useful in a small enterprise, it can
create serious governance weaknesses over time.

The reliance on informal financial practices is particularly
common where business operations evolve from personal
entrepreneurship rather than from planned organizational
design. Owners may use personal accounts for business
transactions, withdraw funds without clear documentation,
negotiate supplier arrangements casually, or make financial
commitments without formal review. In some cases,
expenses are recorded retrospectively rather than at the point
of occurrence, making it difficult to track actual cash flow
and budget performance accurately. Because these
enterprises often operate under time pressure and limited
staffing, financial discipline may be sacrificed in favor of
immediate operational needs (Anioke & Atima, 2020,
Badmus & Olamide, 2020). The result is a system in which
financial decisions lack consistent procedural support,
making it harder to detect errors, evaluate spending patterns,
or hold individuals accountable. Weak internal controls not
only reduce financial order but also make the enterprise
more vulnerable to misallocation of resources and poor
decision-making. Over time, this can affect profitability,
increase waste, and undermine the business’s ability to plan
strategically.
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Closely related to this is the challenge of poor record-
keeping and limited reporting structures. Accurate and
timely financial records are a fundamental requirement for
sound governance because they provide the information
needed for decision-making, control, and accountability. Yet
many SMEs struggle with inadequate documentation of
transactions, incomplete books of account, irregular
updating of records, and inconsistent treatment of revenues,
expenses, inventory, and liabilities. Some enterprises rely on
handwritten notes, loose receipts, or fragmented
spreadsheets rather than organized accounting systems
(Olamide & Badmus, 2020, Patrick, et al., 2020). Others
maintain only minimal records for tax or banking purposes
without using financial information as a management tool.
In more extreme cases, the enterprise may not clearly
distinguish between sales, receivables, and actual cash
inflows, creating confusion about the true financial position
of the business.

Limited reporting structures deepen this problem because
even where some records exist, they are not always
transformed into meaningful reports for monitoring and
evaluation. Many SMEs do not prepare regular income
statements, cash flow summaries, variance analyses, aged
receivables schedules, or internal financial performance
reports. Without such reporting, owners and managers often
rely on rough estimates, memory, or bank balances to judge
whether the business is performing well. This approach can
create a false sense of security because cash availability
does not necessarily reflect profitability, debt exposure, or
operational efficiency. Poor reporting also affects external
relationships (Liadi, 2023, Ogunboye, et al., 2023,
Okonkwo, et al., 2023, Olalere & Uzu-Okoh, 2023).
Lenders, investors, tax authorities, suppliers, and
development agencies often require structured financial
information before extending credit, support, or partnership
opportunities. SMEs that cannot produce credible financial
reports may therefore face barriers to finance and reduced
trust from external stakeholders. More importantly, weak
record-keeping limits the enterprise’s internal ability to
identify cost trends, monitor growth, control working
capital, and detect emerging problems before they escalate.
Governance becomes reactive rather than informed, and
strategic decisions are made without sufficient evidence.
Another major traditional challenge is inadequate oversight
and concentration of authority. In many SMEs, financial
control is heavily centralized in the hands of the owner-
founder or a very small group of senior individuals. This
concentration often arises naturally because the enterprise
begins as a closely held operation where trust, speed, and
personal involvement are seen as strengths. However, as the
business grows, excessive concentration of financial
authority can become a governance weakness. When one
person or a small circle controls approvals, payments,
procurement, hiring, and reporting, the risk of unchecked
discretion increases (Badmus, et al., 2021, Ogunwole, ef al.,
2021, Okonkwo, et al., 2021). Decisions may be made
without independent review, policies may be inconsistently
applied, and financial information may not be adequately
challenged or verified.

Inadequate oversight is also common because SMEs often
lack formal governance structures such as boards, audit
committees, finance committees, or internal review
mechanisms. Even where advisory groups exist, their role
may be informal and limited. As a result, there is often no
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structured forum for reviewing financial performance,
questioning spending decisions, assessing risks, or
evaluating the adequacy of internal controls. The absence of
oversight can allow inefficient practices to persist for long
periods because no one is formally tasked with investigating
deviations, monitoring compliance, or scrutinizing
management actions. It can also make succession,
delegation, and organizational learning more difficult
because financial knowledge and decision-making authority
remain concentrated rather than institutionalized (Lawal &
Oduleye, 2025, Monye, et al. 2025, Taiwo, 2025,
Walawalkar, et al., 2025).

This concentration of authority may create additional
complications in family-owned SMEs, where financial roles
are assigned based on trust or kinship rather than
competence and control design. In such cases, governance
weaknesses may be overlooked out of loyalty or reluctance
to challenge key individuals. Employees may feel unable to
question suspicious transactions or weak practices because
authority is personalized rather than system-based. Even
well-intentioned owners can become bottlenecks if they
insist on personally controlling all significant financial
decisions, since this limits managerial development and
delays operational responsiveness (Adediran, et al., 2025,
Isickwu, Oluwo & Dada, 2025, Obi, et al., 2025). From a
governance  perspective, inadequate  oversight and
concentration of authority reduce transparency, weaken
accountability, and increase dependence on individual
integrity rather than institutional discipline.

These traditional weaknesses expose SMEs to fraud,
inefficiency, and compliance risks, all of which can have
serious financial and reputational consequences. Fraud risk
is elevated in environments where internal controls are
weak, documentation is poor, and oversight is limited.
Employees or managers may exploit control gaps to
manipulate records, divert cash, inflate expenses, create
fictitious purchases, or misuse inventory. Owners
themselves may unintentionally contribute to fraud risk by
normalizing undocumented transactions, mixing personal
and business finances, or failing to review financial records
critically (Oluwadele, et al., 2025, Tawose, Ekeocha &
Oluwadele, 2025, Umoh, et al., 2025). Because SMEs often
operate on tight margins, even relatively small financial
leakages can have a significant effect on liquidity and
survival. Fraud in SMEs may remain undetected for long
periods because there are no independent review structures
or reliable audit trails.

Inefficiency is another major outcome of weak traditional
governance systems. Poor budgeting, duplicated spending,
delayed collections, excess inventory, avoidable penalties,
and untracked cost overruns all reduce the efficiency with
which enterprise resources are used. In many SMEs, these
inefficiencies are not immediately visible because there is
insufficient reporting to compare expected and actual
performance. As a result, the business may continue
operating with hidden losses, low productivity, or
suboptimal pricing decisions without recognizing the
underlying financial causes. Inefficiency can also affect
growth by reducing the enterprise’s ability to reinvest,
improve products, hire skilled personnel, or adopt new
technology. Governance weaknesses thus have a direct
impact on competitiveness (Anioke & Atima, 2023, Badmus
& Olamide, 2023, Mayo, et al., 2023, Taiwo, Tiamiyu &
Ayodele, 2023).
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Compliance risk adds another layer of vulnerability. SMEs
are increasingly required to meet tax obligations, maintain
statutory records, comply with labour and regulatory
requirements, and in some sectors adhere to industry-
specific financial or operational standards. Traditional
informal governance practices often leave businesses
unprepared for these obligations. Missing documentation,
inaccurate financial records, undocumented payroll
practices, and inconsistent reporting can expose the
enterprise to tax penalties, regulatory sanctions, legal
disputes, or disqualification from formal contracts and
financing opportunities. In a business environment that is
becoming more digital, transparent, and regulated,
compliance failures can quickly undermine credibility and
constrain market participation (Agbabiaka, et al., 2019,
Olamide & Badmus, 2019). SMEs that remain dependent on
outdated governance practices may therefore struggle not
only with internal weaknesses but also with external
pressures that demand greater accountability.

In conclusion, traditional financial governance challenges in
SMEs reflect deep structural weaknesses that go beyond
simple administrative shortcomings. Weak internal controls
and informal financial practices reduce discipline and create
room for misuse of resources. Poor record-keeping and
limited reporting structures weaken decision-making and
undermine accountability. Inadequate oversight and
concentration of authority increase dependence on
individuals rather than systems, making governance less
transparent and less resilient. These combined weaknesses
expose SMEs to fraud, inefficiency, and compliance risks
that can damage performance, reputation, and survival
prospects (Isiekwu, 2022, Liadi, 2022, Kalu, Walawalkar &
Adesuyi, 2022). Understanding these traditional challenges
is essential because it clarifies why advances in financial
governance and accountability systems are so important for
SMEs. Without stronger governance foundations, many
small and medium enterprises will continue to face
avoidable financial vulnerabilities that limit their growth,
resilience, and long-term sustainability.

2.4 Advances in Financial Governance Systems in SMEs
Advances in financial governance systems in small and
medium enterprises reflect a significant shift from informal,
owner-driven financial management toward more structured,
transparent, and accountable practices that support
enterprise growth and sustainability. Traditionally, many
SMEs operated with minimal governance arrangements,
relying heavily on personal oversight, trust-based decisions,
and flexible but weakly documented financial routines.
While such practices may have been manageable at very
small scales, they increasingly prove inadequate in modern
business environments characterized by regulatory scrutiny,
digital transformation, competitive pressure, and rising
expectations from lenders, investors, customers, and public
institutions (Awanye, et al., 2024, Oluwo, Dada & Isickwu,
2024, Taiwo, Aramide & Tiamiyu, 2024). As a result, many
SMEs are now adopting improved financial governance
systems designed to create order, strengthen internal
discipline, enhance transparency, and reduce exposure to
risk. These advances are not simply about copying large
corporate practices but about adapting governance principles
in ways that suit the scale, capacity, and strategic needs of
smaller enterprises.

A major area of progress is the adoption of formal financial
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policies and procedures. One of the defining weaknesses of
traditional SME governance has been the absence of
documented rules for how financial activities should be
conducted. In many small businesses, decisions about
spending, budgeting, borrowing, pricing, procurement,
payroll, and cash management were historically made
through verbal instructions or owner discretion. Advances in
governance systems are changing this by encouraging SMEs
to formalize these practices through written policies,
standard operating procedures, and clearly communicated
financial guidelines (Lawal & Oduleye, 2019). These may
include policies on approval limits, expenditure
authorization, procurement procedures, cash handling, credit
sales, debt recovery, reimbursement processes, payroll
controls, inventory costing, and budget preparation.

The adoption of formal policies has several governance
benefits. First, it reduces ambiguity by clarifying what is
permitted, who is responsible, and what process should be
followed in different financial situations. This helps limit
arbitrary decision-making and ensures that financial actions
are more consistent across the enterprise. Second, it supports
accountability because policies create a benchmark against
which decisions and behaviours can be assessed. Third,
formal procedures make delegation more effective. As
SMEs grow and responsibilities are distributed across
managers, accountants, and operational staff, governance
cannot depend solely on the owner’s memory or direct
supervision. Written procedures provide continuity and
reduce the risk of inconsistency when personnel change or
operations expand (Olalere & Uzu-Okoh, 2025, Oluwadele,
et al., 2025, Tawose, Olayinka & Oluwadele, 2025). More
broadly, the move toward formal financial policy
frameworks reflects a growing recognition among SMEs
that enterprise sustainability depends not only on
entrepreneurial initiative but also on disciplined financial
systems that can support control, growth, and credibility.
Another major advance in SME financial governance is the
improvement of financial reporting and transparency
mechanisms. In the past, many SMEs treated financial
reporting as a limited exercise aimed mainly at tax
compliance or satisfying basic banking requirements.
Internal reporting was often weak, irregular, or non-existent,
leaving owners and managers without a clear picture of
financial performance, cash position, liabilities, or cost
behaviour. Advances in governance systems have led to a
stronger emphasis on timely, accurate, and decision-oriented
reporting. SMEs are increasingly adopting regular income
statements, cash flow summaries, budget variance reports,
receivables and payables analyses, expense tracking reports,
and simplified dashboards that enable closer monitoring of
financial health (Kazeem, et al., 2022, Taiwo, 2022).
Improved reporting mechanisms enhance transparency in
multiple ways. Internally, they allow business leaders to see
how money moves through the enterprise, where
inefficiencies exist, whether budgets are being followed, and
how different functions contribute to financial outcomes.
This visibility improves decision quality because managers
no longer have to rely on instinct, fragmented records, or
bank balances alone. Externally, improved financial
transparency strengthens the confidence of lenders,
investors, suppliers, grant providers, and regulators. When
SMEs can produce reliable financial information, they
appear more credible, more governable, and more prepared
for growth (Okoruwa, et al., 2023). Transparency is
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especially valuable in businesses seeking access to external
finance, strategic partnerships, or formal contracts, since
these opportunities increasingly require evidence of sound
financial management.

The mechanisms supporting transparency have also become
more advanced through the use of digital tools and
standardized accounting practices. Cloud accounting
software, invoicing platforms, expense management
applications, and digital bookkeeping systems now make it
easier for SMEs to generate reports quickly and maintain a
consistent financial record. These tools reduce manual
errors, improve the timeliness of data, and support easier
reconciliation of accounts. Importantly, better reporting is
not just about producing more documents (Adesuyi,
Walawalkar & Kalu, 2021, Patrick, ef al., 2021). It is about
making financial information accessible, meaningful, and
usable for governance purposes. The real advance lies in the
growing use of financial reports as instruments of oversight,
planning, evaluation, and accountability rather than as
purely administrative outputs.

A further development in SME governance is the
strengthening of internal audit and control systems. Internal
audit in large corporations is usually a specialized and
formalized function, but in SMEs, it often takes more
practical and scaled forms. Advances in this area do not
necessarily mean that every SME now has a full audit
department. Rather, they reflect a broader strengthening of
review mechanisms, internal checks, control routines, and
oversight practices that help the enterprise identify
weaknesses and safeguard resources. SMEs are increasingly
recognizing the importance of segregation of duties,
transaction verification, reconciliation procedures, inventory
checks, periodic financial reviews, independent approval
steps, and routine examination of irregularities (Anioke &
Atima, 2020, Badmus & Olamide, 2020).

Strengthening control systems is particularly important
because SMEs often operate with limited staff, which can
make it difficult to separate financial responsibilities fully.
Advances therefore often involve designing controls that are
realistic for smaller settings while still reducing
vulnerability. For example, one staff member may prepare
payments, but another person or the owner reviews
supporting documents before approval. Sales and cash
receipts may be recorded digitally so that discrepancies can
be tracked more easily. Inventory movements may be
matched with purchase records and sales data to reduce
leakage. Bank reconciliations may be performed regularly
rather than occasionally (Badmus, et al., 2021, Okonkwo, et
al., 2021). These improvements create a more reliable
environment for financial management and reduce exposure
to fraud, error, and hidden inefficiency.

The internal audit dimension of governance also includes
periodic review of whether policies are being followed and
whether financial controls remain effective as the enterprise
changes. Some SMEs now engage external accountants or
consultants to conduct limited internal reviews, assess
control weaknesses, or help develop audit-friendly routines.
Others embed internal checking functions into managerial
review meetings or monthly financial assessments. What
matters conceptually is that governance has become less
passive. Instead of assuming that financial processes are
working unless a crisis occurs, SMEs are increasingly
adopting a more proactive stance in which controls are
reviewed, weaknesses are investigated, and accountability is
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supported by evidence (Ezeh, et al., 2024, Liadi, 2024,
Okonkwo, et al., 2024, Olamide & Badmus, 2024). This
marks a significant advance from traditional models where
financial governance depended almost entirely on trust,
personal attention, or crisis response.

Perhaps the most meaningful shift in recent years is the
integration of accountability structures into daily operations.
In many traditional SMEs, accountability was treated as
something separate from routine business activity, often
activated only during tax filing, loan applications, or when
financial problems emerged. Advances in governance
systems have changed this by embedding accountability into
the normal flow of enterprise operations. This means that
financial responsibility is no longer concentrated only in the
accounting function or in the owner’s office, but is reflected
in how departments manage budgets, how purchases are
approved, how staff report expenditures, how sales are
documented, how performance is reviewed, and how
decisions are justified across the business (Badmus, 2019,
Okonkwo, et al., 2019).

Integrating accountability into daily operations has several
important implications. It helps create a culture in which
financial stewardship is viewed as everyone’s responsibility
rather than as a narrow administrative duty. Staff become
more conscious of documentation, compliance, cost
awareness, and policy adherence because these expectations
are woven into everyday work processes. Managers can
monitor  performance more  consistently  because
accountability structures generate regular information and
clear records of actions taken. This integration also
strengthens organizational learning. When accountability is
part of daily operations, the enterprise is better able to
identify recurring financial issues, review patterns of
inefficiency, and refine its systems over time (Okoruwa, et
al., 2024, Owoola-Adebayo, Umoh & Ofurum, 2024, Umoh,
Ofurum & Folasade, 2024).

This development is also closely linked to digital
transformation. Workflow automation, digital approvals,
accounting integrations, and transaction tracking systems
allow accountability structures to operate continuously in
the background of daily business activity. Purchases can be
tracked from request to approval to payment. Expense
claims can be logged and reviewed through predefined rules.
Sales records can be matched against receipts and customer
balances. Compliance deadlines can be monitored
automatically. These tools help turn accountability from an
occasional corrective activity into a continuous governance
process. Even in smaller enterprises, this makes financial
management more disciplined, visible, and less dependent
on informal memory or personal trust (Liadi, 2024,
Okonkwo, et al., 2024, Opara, et al., 2024, Walawalkar,
Adesuyi & Kalu, 2024).

Taken together, these advances in financial governance
systems show that SMEs are gradually moving toward more
mature and resilient financial management models. The
adoption of formal financial policies and procedures creates
consistency, role clarity, and a stronger basis for responsible
action. Improved financial reporting and transparency
mechanisms  enhance  decision-making,  strengthen
stakeholder confidence, and make governance more
evidence-based. Stronger internal audit and control systems
reduce vulnerability to error, fraud, and operational
inefficiency while reinforcing financial discipline. The
integration of accountability structures into daily operations
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ensures that governance is not treated as a separate
administrative burden but becomes part of the enterprise’s
normal way of functioning (Bello, et al. 20224 Dada,
Isickwu & Oluwo, 2024, Taiwo & Ayodele, 2024, Taiwo &
Oloruntoba, 2024).

In conclusion, advances in financial governance systems in
SME:s represent an important transformation in how smaller
enterprises manage their financial lives. These developments
reflect growing awareness that sustainability, growth, and
competitiveness depend on more than entrepreneurial
energy alone. SMEs require structures that can support
discipline, transparency, internal assurance, and responsible
decision-making. By adopting formal policies, improving
reporting,  strengthening controls, and embedding
accountability into daily routines, SMEs are better
positioned to manage complexity, attract external support,
and build lasting organizational credibility (Lawal &
Oduleye, 2021, Olalere & Maduka, 2021). These advances
do not eliminate all financial challenges, but they provide a
much stronger foundation for navigating risk, improving
performance, and sustaining business development in
increasingly demanding economic environments.

2.5 Role of Digital Innovation in Strengthening
Accountability

Digital innovation has become a major force in
strengthening accountability within small and medium
enterprises because it improves the accuracy, visibility,
traceability, and control of financial activities across the
business. In the past, many SMEs relied on manual
bookkeeping, paper receipts, informal cash handling, and
spreadsheet-based records that were often incomplete,
delayed, or vulnerable to manipulation. While these methods
may have seemed manageable in very small operations, they
frequently limited financial transparency and weakened the
ability of owners and managers to monitor transactions
effectively (Anioke & Atima, 2018, Badmus & Olamide,
2018). As SMEs become more exposed to competition, tax
obligations, investor expectations, and operational
complexity, digital innovation is increasingly transforming
accountability from a reactive administrative function into
an active and continuous governance process. It allows
enterprises to record financial activities more reliably,
monitor compliance more closely, and generate timely
information for internal review and external reporting.

One of the most important aspects of this transformation is
the use of digital accounting and cloud-based financial
systems. Digital accounting systems enable SMEs to record,
classify, process, and store financial data in more structured
and accurate ways than traditional manual methods. Instead
of depending on handwritten records, loose receipts, or
fragmented spreadsheets, businesses can now use
accounting software to maintain up-to-date ledgers, track
income and expenditure, generate invoices, reconcile bank
accounts, and prepare reports with greater speed and
consistency. Cloud-based systems extend this capacity by
allowing financial information to be securely accessed from
different locations and by multiple authorized users, making
financial management more flexible and collabourative
(Ayodele, Taiwo & Awele, 2024, Akokodaripon, et al.,
2024, Oluwadele, et al., 2024). For SMEs, this is especially
valuable because many operate with limited administrative
staff and need systems that can support remote access, ease
of use, and scalability.
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The accountability benefits of digital accounting are
substantial. First, these systems reduce the likelihood of
human error because calculations, categorization, and
posting processes are often automated or standardized.
Second, they improve traceability because each transaction
is recorded with a date, amount, category, and often a user
identity, making it easier to establish who entered or
approved what. Third, digital accounting systems strengthen
documentation because receipts, invoices, and supporting
evidence can often be uploaded and attached directly to
specific records. This reduces ambiguity and makes review
processes easier. In cloud environments, these records are
preserved in organized databases rather than scattered across
paper files or local devices (Anioke & Atima, 2024, Badmus
& Olamide, 2024, Liadi, 2024, Okonkwo, et al., 2024). The
result is a more transparent financial environment in which
financial information is not only available but also more
credible, searchable, and useful for decision-making. In
SMEs, where accountability is often weakened by poor
documentation and delayed record-keeping, cloud-based
financial systems provide a more reliable foundation for
responsible financial stewardship.

Automated transaction tracking and reporting tools further
strengthen accountability by making financial processes
more visible and easier to monitor across routine business
activities. Transaction tracking refers to the systematic
digital monitoring of how money moves into, through, and
out of the enterprise. This includes customer payments,
supplier invoices, payroll disbursements, expense claims,
inventory purchases, petty cash usage, tax payments, and
debt servicing activities (Badmus, et al., 2021, Olamide &
Badmus, 2021). In manual systems, the ability to track these
transactions often depends on whether records are entered
correctly and whether someone takes the time to review
them carefully. In digitally enabled systems, however,
transactions can be captured automatically as they occur,
linked to relevant accounts, and stored in audit-friendly
formats.

This automated tracking improves accountability because it
reduces opportunities for concealment, duplication,
omission, or unauthorized adjustment. If a transaction is
created, modified, or approved, the system often records
when it happened and which user was involved. This
generates an audit trail that is difficult to reproduce in
informal manual settings. For SMEs, such auditability is
important because it allows owners, managers, and
accountants to review financial activities with greater
confidence and to investigate anomalies more efficiently.
Automated reporting tools complement this process by
converting raw transaction data into structured outputs such
as income statements, expense summaries, cash flow
reports, customer aging schedules, tax summaries, and
budget comparisons (Gupta, et al., 2024, Olalere & Uzu-
Okoh, 2024, Oluwadele, ef al., 2024, Umoh, 2024). These
reports can be generated regularly and with less manual
effort, allowing financial information to move more quickly
from data capture to managerial review.

The significance of automated reporting is that
accountability becomes more continuous rather than
episodic. Instead of waiting until the end of a quarter or the
point of crisis to assess financial performance, SMEs can
review timely reports that show where problems are
emerging and how actual results compare with expectations.
This improves decision-making and encourages a culture of
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routine review. Managers can identify rising expenses,
delayed receivables, unexplained variances, or unusual
payment patterns before they become serious issues. In this
way, automated tracking and reporting tools turn
accountability into an ongoing operational reality rather than
a retrospective exercise limited to tax filing or year-end
accounting (Liadi, 2023, Okonkwo, et al., 2023, Taiwo,
Amoah-Adjei & Aramide, 2023).

Real-time dashboards provide another important layer of
digital accountability by making key financial information
visible in a concise, dynamic, and actionable format. A
dashboard is a digital interface that displays selected
indicators, metrics, and trends in a visual form that can be
monitored continuously or at regular intervals. For SMEs,
dashboards can include information such as daily sales, cash
balances, outstanding invoices, overdue payables, expense
categories, profit margins, inventory costs, payroll
obligations, and budget performance. Rather than requiring
managers to search through reports or accounting entries,
dashboards bring essential financial information together in
a way that supports quick understanding and timely
intervention (Anioke & Atima, 2023, Liadi, 2023, Olamide
& Badmus, 2023, Tawose, Ekeocha & Oluwadele, 2023).
The role of dashboards in strengthening accountability lies
in their ability to make financial performance transparent
and accessible. When financial indicators are visible in real
time or near real time, it becomes more difficult for
inefficiencies or irregularities to remain hidden. A sudden
spike in expenses, a fall in cash inflows, or an unusual delay
in receivables can be detected early and investigated before
significant damage occurs. For SMEs, where resources are
often limited and margins may be tight, this level of
visibility is especially valuable. Real-time dashboards help
business leaders monitor whether funds are being used as
planned, whether targets are being met, and whether
financial activities are aligned with operational expectations
(Ekeocha, et al. 2021, Lawal & Oduleye, 2021).

Dashboards also strengthen accountability by clarifying
performance responsibility. When departments, managers,
or operational units are linked to measurable financial
outcomes, it becomes easier to assess whether actions are
producing expected results. This supports not only control
but also learning, because business leaders can identify
which patterns are recurring and where adjustments are
needed. In many SMEs, financial information has
historically been concentrated in the hands of the owner or
accountant, with limited access for other responsible
managers (Monye, et al. 2025, Ogbole, et al., 2025, Taiwo,
2025, Walawalkar, et al., 2025). Dashboards can help
broaden informed participation by giving the right people
visibility into relevant aspects of enterprise performance
while still maintaining appropriate access controls. This
supports more distributed accountability and makes
governance less dependent on one individual’s interpretation
of financial records.

Technology-enabled compliance and fraud detection
mechanisms add a further dimension to accountability by
helping SMEs monitor whether financial activities meet
legal, procedural, and ethical standards. Compliance has
become increasingly important for SMEs because they are
now expected to meet tax obligations, maintain statutory
records, follow payroll and employment rules, satisfy sector-
specific requirements, and in many cases meet the
documentation standards of banks, procurement partners, or
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grant providers (Akin-Oluyomi, et al., 2025, Babatope,
Akokodaripon & Okoruwa, 2025, Bello, et al., 2025).
Manual approaches to compliance are often unreliable
because deadlines may be forgotten, documents may be
incomplete, and deviations from policy may go unnoticed.
Digital systems can reduce these weaknesses by embedding
compliance requirements directly into financial workflows.
For example, accounting software can generate tax
summaries, track VAT obligations, flag overdue payments,
and store required documentation in accessible formats.
Workflow tools can ensure that expenditures above certain
thresholds require approval, that invoices are matched to
purchase records, and that reimbursements follow policy
rules. Reminder systems can notify users of filing deadlines,
license renewals, or reconciliation requirements. These
features reduce the likelihood of noncompliance caused by
oversight or disorganization. More importantly, they
strengthen accountability because they make procedural
adherence a built-in expectation rather than an optional
afterthought (Anioke & Atima, 2019, Badmus & Olamide,
2019).

Fraud detection mechanisms are equally important. SMEs
are often highly vulnerable to fraud because they may lack
strong segregation of duties, sophisticated audits, or
independent oversight. Digital tools can help by identifying
suspicious patterns such as duplicate payments, unexplained
account changes, unusual expense claims, off-cycle
transactions, or mismatches between sales records and cash
receipts. Some systems use rule-based alerts, while more
advanced platforms can apply anomaly detection techniques
to identify behaviour that differs from normal transaction
patterns. These alerts do not replace judgment, but they
improve the chances of detecting issues early. In SMEs,
where a single fraudulent scheme can seriously affect cash
flow or trust, early detection is a major governance
advantage (Olude & Badmus, 2015, Kolndadacha, et al.,
2013).

Technology-enabled fraud detection also improves the
accountability environment psychologically. When staff
know that transactions are logged, approvals are traceable,
and anomalies can be flagged automatically, the opportunity
and temptation for misconduct may decrease. This
contributes to a stronger control culture. At the same time,
legitimate staff benefit from clearer procedures and better
documentation, which can protect them from false suspicion
and reduce confusion about proper financial conduct. Thus,
digital systems support accountability not only by detecting
wrongdoing but also by shaping a more transparent and rule-
based operating environment (Bello, et al. 2023, Lawal &
Oduleye, 2023, Mayo, et al., 2023, Taiwo & Okosieme,
2023).

Taken together, digital innovation is reshaping
accountability systems in SMEs by making financial
governance more timely, consistent, and evidence-based.
Digital accounting and cloud-based systems improve the
structure, accessibility, and accuracy of financial records.
Automated transaction tracking and reporting tools make it
casier to follow the movement of funds and convert
financial data into actionable reports. Real-time dashboards
strengthen transparency by enabling continuous monitoring
of key financial activities and performance indicators
(Adesuyi, Walawalkar & Kalu, 2022, Liadi, 2022).
Technology-enabled compliance and fraud detection
mechanisms reinforce procedural discipline and help SMEs
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reduce vulnerability to legal violations and financial
misconduct.

In conclusion, the role of digital innovation in strengthening
accountability in SMEs is both practical and transformative.
It addresses many of the weaknesses that have traditionally
undermined financial governance in smaller enterprises,
including poor record-keeping, delayed reporting, weak
oversight, and limited control visibility. By embedding
accountability into digital processes, SMEs can move away
from informal and reactive financial management toward
more disciplined, transparent, and resilient systems. This
does not mean that technology alone solves governance
problems. Effective use still depends on leadership
commitment, staff competence, policy clarity, and ethical
business culture (Adesiyan & Alaba, 2025, Badmus &
Olamide, 2025, Oluwadele, et al., 2025, Yusuff, et al.,
2025). However, when properly adopted and aligned with
governance objectives, digital innovation provides SMEs
with a powerful set of tools for improving financial
accountability, strengthening stakeholder confidence, and
supporting sustainable enterprise growth.

2.6 Implications of Advanced Governance and
Accountability Systems for SMEs

Advanced governance and accountability systems have
important implications for small and medium enterprises
because they strengthen the financial and managerial
foundations on which business performance, credibility, and
long-term survival depend. SMEs operate in increasingly
demanding environments shaped by competition, rising
operating costs, evolving regulatory requirements, digital
transformation, and heightened expectations from lenders,
customers, suppliers, and public institutions. In such
conditions, informal financial management and loosely
structured oversight are no longer sufficient for many
businesses seeking growth and stability. Advanced
governance and accountability systems provide a more
disciplined and transparent framework through which
financial resources can be planned, controlled, monitored,
and evaluated (Okonkwo, Ogunwole & Okeke, 2018,
Olamide & Badmus, 2018). Their value extends beyond
administrative order, because they influence how effectively
the enterprise performs, how confidently external
stakeholders engage with it, how well it handles risk and
compliance obligations, and how sustainably it can operate
over time.

One of the clearest implications of advanced governance
and accountability systems is improved financial
performance and operational efficiency. Financial
performance in SMEs is often constrained not only by
market conditions but also by internal weaknesses such as
poor budgeting, untracked expenses, weak receivables
control, informal procurement, duplicated spending, and
delayed corrective action. When governance systems are
advanced, these weaknesses become easier to identify and
address (Isiekwu, 2024, Okonkwo, et al., 2024, Taiwo,
2024, Walawalkar, Kalu & Adesuyi, 2024). Clear financial
policies, timely reporting, internal control procedures,
approval structures, and accountability mechanisms help
ensure that resources are used more prudently and that
financial decisions are based on evidence rather than
guesswork or personal discretion. This leads to better
budgeting accuracy, improved cash flow management,
tighter cost control, and stronger alignment between
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spending and business priorities.

Operational efficiency also improves because advanced
governance systems reduce confusion, minimize waste, and
support more consistent business processes. When roles are
clearly defined and procedures are standardized, it becomes
easier for staff to understand what is expected of them and
for managers to monitor whether operations are producing
value. Payment approvals become more orderly,
procurement is less vulnerable to impulsive decisions, and
performance review becomes more grounded in measurable
information. SMEs that adopt stronger accountability
systems are also more likely to identify inefficiencies early,
whether these involve high operating costs, slow collections,
inventory losses, payroll weaknesses, or repetitive process
failures (Adesuyi, Kalu & Walawalkar, 2021, Badmus &
Olamide, 2021, Olamide & Badmus, 2021). This means that
resources can be redirected toward productive activities
rather than being absorbed by leakage, errors, or avoidable
delays. In practical terms, improved governance strengthens
profitability not only by increasing control but by enabling
more intelligent allocation of scarce resources. For smaller
firms operating with tight margins, this can make a
significant difference between stagnation and sustainable
growth.

Another major implication is greater investor, creditor, and
stakeholder confidence. Confidence is a critical asset for
SMEs because many of their growth opportunities depend
on relationships with external actors who must decide
whether the business is credible, trustworthy, and capable of
managing support responsibly. Investors want assurance that
their funds will be used prudently and transparently.
Creditors need confidence that the business can meet
repayment obligations and maintain financial discipline.
Suppliers often extend trade credit based on perceived
reliability. Customers and partners may prefer businesses
that demonstrate organizational seriousness and sound
management (Adediran, ef al., 2025, Okonkwo, ef al., 2025,
Olawore, et al., 2025, Oluwadele, et al., 2025). Advanced
governance and accountability systems contribute to this
confidence by showing that the enterprise is not governed
solely by informal judgment or owner discretion, but by
structured systems that support responsible decision-
making.

Reliable financial reports, clear approval mechanisms,
internal checks, documented procedures, and transparent
records all signal that the business is organized and
governable. These features reduce information asymmetry,
which is a major barrier to trust in SME financing and
business partnerships. External stakeholders are more
willing to engage with enterprises that can present consistent
financial information, explain how funds are monitored, and
show evidence of compliance with policies and obligations.
This is especially important in contexts where SMEs are
seeking bank loans, equity participation, grant funding, or
participation in formal supply chains. Many promising small
businesses fail to attract support not because they lack
potential, but because they cannot demonstrate
accountability in ways that satisfy external requirements.
Advanced governance systems address this problem by
creating the institutional credibility needed to support
external confidence (Dada, Isieckwu & Oluwo, 2021, Morah,
et al., 2021). They also improve internal stakeholder trust, as
employees, managers, and collabourators are more likely to
feel secure in an environment where financial processes are
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fair, transparent, and not dominated by arbitrary or opaque
decision-making.

Enhanced regulatory compliance and risk management
represent another important implication of advanced
governance and accountability systems. SMEs increasingly
operate in environments where compliance is no longer
optional or informal. Tax obligations, payroll regulations,
statutory filings, licensing rules, financial reporting
requirements, and sector-specific standards now affect
businesses across a wide range of industries. For enterprises
using traditional informal systems, these obligations can
become sources of vulnerability because documentation
may be incomplete, deadlines may be missed, and financial
records may not support accurate reporting. Advanced
governance systems reduce these risks by embedding
compliance into routine financial management (Lawal &
Oduleye, 2019). Policies, procedures, digital records,
approval controls, and reporting routines help ensure that
required information is available, responsibilities are clear,
and obligations are tracked more reliably.

The implication is not merely that SMEs avoid penalties,
though that is important. More fundamentally, stronger
governance improves the enterprise’s capacity to function in
formal economic environments. Businesses with sound
accountability systems are better prepared to respond to tax
reviews, licensing checks, audit requirements, procurement
due diligence, and banking scrutiny. This can open access to
more formal business opportunities and reduce the
uncertainty associated with weak documentation or
inconsistent reporting. Risk management also improves
because advanced governance systems make it easier to
identify, assess, and respond to financial and operational
threats before they become severe (Adeosun, et al., 2025,
Nonso, et al., 2025, Okoruwa, et al., 2025). Risks such as
cash flow problems, customer defaults, inventory loss,
procurement irregularities, cost overruns, fraud, and policy
breaches are easier to detect when data is timely, controls
are functioning, and managers have visibility into enterprise
activities.

In many SMEs, risks remain hidden until they create visible
damage because there are few mechanisms for early
warning. With advanced governance systems, however,
risks become more visible through reporting, reviews,
reconciliations, and digital monitoring tools. This allows
leadership to take preventive action, adjust plans, and
preserve stability. Better risk management also supports
strategic flexibility, because enterprises with stronger
governance are better able to evaluate expansion decisions,
borrowing options, pricing strategies, and operational
changes in light of actual financial exposure. In this way,
governance and accountability systems help SMEs move
from reactive crisis management to more proactive and
controlled risk handling (Anioke & Atima, 2020, Badmus &
Olamide, 2020).

Perhaps the most far-reaching implication of advanced
governance and accountability systems is their support for
long-term  sustainability and  business  resilience.
Sustainability in the SME context involves more than
continued existence. It refers to the ability of the enterprise
to maintain financial health, adapt to changing conditions,
meet its obligations, and continue creating value over time.
Resilience, similarly, refers to the business’s capacity to
withstand shocks, recover from disruptions, and continue
operating under stress. These capabilities are increasingly
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important because SMEs face a wide range of pressures,
including inflation, exchange rate volatility, supply chain
disruption, customer payment delays, digital security threats,
labour instability, and regulatory shifts (Olamide & Badmus,
2020, Patrick, et al., 2020). Businesses that rely on weak
governance systems often struggle to absorb such shocks
because they lack visibility into their financial condition, do
not have strong controls over spending, and cannot respond
quickly with informed decisions.

Advanced governance systems support sustainability by
improving the discipline with which resources are managed
and by making long-term planning more realistic. When
financial information is accurate and accountability is
embedded in operations, SMEs are better able to forecast
cash needs, evaluate investment choices, prioritize
expenditure, and maintain control over working capital.
They are also more likely to preserve stakeholder trust
during difficult periods, which can be critical for survival.
For example, suppliers may remain supportive, lenders may
be more flexible, and employees may be more committed
when the business has a reputation for transparency and
responsible management (Liadi, 2023, Ogunboye, et al.,
2023, Okonkwo, et al., 2023, Olalere & Uzu-Okoh, 2023).
Governance systems also help ensure that growth does not
undermine stability. Many SMEs fail during expansion
because the complexity of a larger business outpaces the
informality of its financial systems. Advanced
accountability structures help the enterprise scale more
safely by supporting delegation, coordination, oversight, and
performance tracking.

Resilience is further strengthened because governance
systems encourage preparedness and learning. Businesses
with stronger controls and reporting structures can detect
pressure points earlier and act more quickly. They can
review past financial problems more systematically, identify
recurring weaknesses, and improve their processes over
time. This capacity for institutional learning is crucial in
dynamic markets where yesterday’s informal solutions may
not work tomorrow. Advanced governance therefore
supports resilience not only through control but through
adaptability. It creates the internal order needed for the
business to respond intelligently rather than impulsively
when conditions change (Badmus, et al., 2021, Ogunwole,
et al., 2021, Okonkwo, et al., 2021).

In addition, these systems support the broader strategic
evolution of SMEs. As enterprises mature, they often seek
new markets, partnerships, financing channels, technologies,
and operational models. Such transitions require governance
systems capable of supporting more complex decisions and
greater scrutiny from external actors. A business with
advanced accountability systems is better positioned to
participate in formal procurement, negotiate with investors,
adopt digital platforms, and comply with market standards
that might otherwise be beyond reach. This means that
governance is not merely protective. It is developmental. It
enables SMEs to move from informality to greater
institutional maturity and competitive relevance (Lawal &
Oduleye, 2025, Monye, et al. 2025, Taiwo, 2025,
Walawalkar, et al., 2025).

In conclusion, the implications of advanced governance and
accountability systems for SMEs are extensive and
transformative. They improve financial performance and
operational efficiency by reducing waste, strengthening
control, and supporting more disciplined decision-making.
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They increase investor, creditor, and stakeholder confidence
by making the enterprise more transparent, reliable, and
governable. They enhance regulatory compliance and risk
management by embedding accountability into routine
processes and making vulnerabilities easier to identify and
address (Adediran, et al., 2025, Isickwu, Oluwo & Dada,
2025, Obi, et al., 2025). Most importantly, they support
long-term sustainability and business resilience by providing
the structure, visibility, and discipline needed to manage
complexity and withstand uncertainty. For SMEs seeking
not just to survive but to grow and remain competitive,
advanced governance and accountability systems are no
longer optional enhancements. They are becoming essential
foundations of durable enterprise success.

2.7 Conclusion

The discussion on advances in financial governance and
accountability systems in small and medium enterprises has
shown that governance is no longer a peripheral
administrative concern but a central requirement for
enterprise stability, growth, and long-term competitiveness.
SMEs continue to play a critical role in employment
generation, innovation, and local economic development,
yet many of them have historically operated with weak
financial structures, informal controls, and limited
accountability arrangements. The key argument of this study
is that such traditional practices are increasingly inadequate
in modern business environments characterized by financial
complexity, regulatory pressure, stakeholder scrutiny, and
digital transformation. As a result, advances in governance
and accountability systems have become essential for
helping SMEs move from informal financial management
toward more disciplined, transparent, and resilient
organizational practices. The study has emphasized that
financial governance in SMEs involves more than
bookkeeping or compliance; it is a broader framework
through which financial resources are directed, monitored,
and aligned with enterprise goals. Accountability systems, in
turn, ensure that decisions, transactions, and financial
responsibilities are traceable, reviewable, and linked to clear
standards of conduct and performance.

A major contribution of the study has been to show how
several transformative mechanisms are reshaping SME
financial governance. The adoption of formal financial
policies and procedures has helped reduce ambiguity,
strengthen consistency, and clarify responsibilities across
key areas such as budgeting, approvals, procurement,
expenditure control, and reporting. Improved financial
reporting and transparency mechanisms have enabled SMEs
to generate more reliable and timely information for both
internal  decision-making and external stakeholder
confidence. The strengthening of internal audit and control
systems has created a more structured environment for
safeguarding assets, reducing errors, and limiting exposure
to fraud and operational inefficiency. At the same time,
digital innovation has emerged as a powerful force in
embedding accountability into everyday operations. Digital
accounting systems, cloud-based financial platforms,
automated transaction tracking tools, dashboards, and
technology-enabled compliance and fraud detection
mechanisms have transformed the way SMEs manage,
monitor, and review financial activities. These systems have
made accountability more continuous, visible, and
actionable, allowing SMEs to shift from reactive and
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fragmented oversight toward more integrated financial
governance. Together, these mechanisms demonstrate that
advances in governance are not limited to formal large-scale
corporations but are increasingly relevant and adaptable to
the realities of small and medium enterprises.

The practical value of these advances is significant for SME
managers, policymakers, and regulators. For SME managers
and business owners, the study provides a strong case for
investing in stronger governance structures as a means of
improving financial performance, strengthening internal
discipline, and supporting business growth. Managers who
adopt more advanced accountability systems are better
positioned to control costs, monitor performance, reduce
waste, and make informed decisions under changing market
conditions. They are also more likely to build trust with
creditors, investors, employees, suppliers, and customers.
For policymakers, the findings highlight the need to treat
financial governance as a development issue within the
SME sector. Policies that support access to accounting
technologies, governance training, financial literacy, and
affordable compliance tools can enhance the survival and
competitiveness of SMEs in both formal and emerging
markets. For regulators, the study offers useful insight into
how accountability systems can be promoted in ways that
strengthen compliance without imposing unrealistic burdens
on small businesses. Rather than viewing SMEs only
through the lens of enforcement, regulators can use
governance-oriented approaches to encourage transparency,
record quality, and institutional maturity. In this sense, the
practical significance of the study lies in showing that
stronger financial governance is beneficial not only for
individual enterprises but also for broader economic systems
that depend on healthy, accountable, and resilient SME
activity.

Despite the value of the conceptual arguments presented,
there remains a strong need for future empirical validation
and context-based adaptation. The advances discussed in
this study provide a wuseful framework, but their
effectiveness may vary depending on enterprise size, sector,
ownership structure, technological readiness, regulatory
environment, and economic context. SMEs are highly
diverse, and governance mechanisms that work effectively
in one setting may require modification in another. For
example, a digitally enabled urban enterprise may be able to
implement cloud-based reporting and automated controls
more easily than a rural or micro-scale business operating
with limited infrastructure. Similarly, family-owned SMEs
may face different accountability dynamics from venture-
backed firms or cooperative enterprises. Future empirical
studies are therefore needed to test the relationships between
governance systems, accountability mechanisms, financial
performance, compliance outcomes, and resilience across
different SME categories. Such studies can help identify
which governance practices have the strongest practical
impact, what barriers limit their adoption, and how
institutional support can be tailored to local realities.

In conclusion, advances in financial governance and
accountability systems represent a critical step forward in
strengthening the operational and strategic capacity of small
and medium enterprises. The study has shown that formal
policies, improved reporting, stronger internal controls,
digital accountability tools, and integrated oversight
mechanisms are reshaping how SMEs manage financial
resources and respond to risk. These developments offer a
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meaningful pathway for improving transparency, discipline,
compliance, and stakeholder confidence in a sector that
remains vital to economic growth and innovation. At the
same time, the continuing diversity of SME environments
means that governance reforms must be applied with
sensitivity to context and tested through further research.
Even so, the central message remains clear: SMEs that
embrace stronger financial governance and accountability
systems are more likely to achieve sustainable performance,
withstand uncertainty, and build the institutional credibility
needed for long-term success.
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