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Abstract: This study examined the influence of the modified accounting basis on the financial performance of small enterprises in
San Fernando, Pampanga as a middle ground between the costly accrual accounting and the cash basis which is preferred by
businesses for its easier application. Primarily, the researchers evaluated the influence of modified accounting to factors of financial
performance, namely profitability, liquidity, solvency, and operational efficiency. A quantitative research design was used on the
structured survey instrument, which was validated by experts and assessed for reliability before distributing to small businesses.
Regression and correlation analysis were used to examine the data from the respondents. The results showed significant positive
relationship between financial performance and the modified accounting basis, and the aspect with the strongest association
observed is operational efficiency component (r = 0.74). Thus, the study came to the conclusion that using a modified accounting
basis significantly affects financial performance of businesses through improved financial monitoring, reporting accuracy, and
decision-making. These results suggest that adoption of modified accounting basis can substantially improve a business’ overall
financial performance and sustainability.
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Accrual accounting gives clearer financial information suited
for medium and large companies, while micro and small
businesses often use the simpler and less expensive cash or
Small enterprises are the backbone of the economy. They modified basis due to convenience, cost, and limited
are deeply embedded in the daily life and the economic status specialized knowledge (World Bank, 2019; Afresti, 2025).
of the place they operate in. They are the foundation that
supports not only the livelihood of the citizen but also the
economy of the area as a whole. As reported by DTI
Philippines (2023), small enterprises accounted for 8.82% of
the Philippines’ 1,246,373 registered businesses, collectively
generating 2,490,210 jobs. The city of San Fernando in
Pampanga is currently one of the emerging business cities;
one of its barangays, Sto. Rosario is essential for its growth as
a place for business. Yet despite their crucial role, they lie in
the struggle, mainly to understand their own financial
performance. Their understanding of their chosen accounting

1. INTRODUCTION

Financial performance includes profitability, liquidity,
solvency, and operational efficiency, serving as a guide for
planning, investments, and credit decisions. Many countries,
including the Philippines, are continually adopting enhanced
reporting standards with regulatory requirements for financial
reporting implemented strictly from large to even micro
enterprises. There exists a gap between the regulatory
standards and the actual practice among small enterprises. In
the Philippines, small enterprises are required to use the
accrual method as an accounting basis, but this is often not
complied with due to owners’ lack of expertise and financial
basis shapes how their financial performance is presented, capability to hire such expertise (Mizunoura, 2019). These
which later helps them a lot in decision-making. barriers lead small businesses to adopt informal practices,

The modified basis of accounting is a mixture of both the cash or modified basis, rather than following the standards.

accrual and cash bases of accounting (Investortools, 2023).
_______________________________________________________________________________________________________________________________________________|
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Given these realities, policymakers may need to recognize
that small enterprises need simpler but still reliable
accounting standards. A modified basis of accounting could
serve as a substitute for the accrual basis. According to
Villalon (2024), small businesses often switch to informal
methods when complying with financial reporting rules
becomes difficult or when adopting them is too complicated
or costly. The modified accounting basis becomes a feasible
solution because it reduces the reporting burden and is easier
to understand while still providing more accurate information
than a solely cash-based system. International organizations
such as the World Bank (2019) state that financial reporting
requirements in developing nations should consider the
limited resources and expertise of these small businesses
when implementing such frameworks.

While the modified basis is often used in practice, studies
regarding it are limited. Most of the studies mention only its
existence but do not necessarily include it as part of the
accounting basis. Furthermore, much research does not check
its influence on the financial performance that can impact the
decision-making of the entity. Existing studies focus on the
compliance issues and challenges in financial reporting,
which leaves a gap in understanding how modified accounting
basis influences these enterprises financially.

Accounting basis significantly influences financial
performance of small enterprises. The three main accounting
methods are cash, accrual, and modified that differ in features,
advantages, and limitations that affect how companies
disclose financial performance (Djamil, 2023; Shirley, 2022).
Cash basis records transactions only when cash is received or
paid, making it simpler and easier for small businesses
without complex accounting systems, but often leads to
limitations in accurately representing financial status (Zhang,
2024, Evianti et al., 2025). Accrual basis records revenues and
expenses when rights and responsibilities exist, providing a
clearer picture and more comprehensive view of financial
performance, though it requires advanced record-keeping and
skilled staff (Shirley, 2022; Ball et al., 2024). Modified
accounting basis combines features of both cash and accrual
methods, offering a compromise between simplicity and
accuracy, making it beneficial for small businesses seeking
cost-effective yet truthful financial portrayal (Sheykin, 2025;
Christiaens et al., as cited in Evianti, 2025). Financial
performance measures a company’s ability to use resources to
produce income and is evaluated through profitability,
liquidity, solvency, and operational efficiency (Moshin et al.,
2020; Hannoon, 2021). Studies show that accounting
practices significantly affect financial performance, with
accurate and timely financial reports helping businesses make
sound decisions and maximize profitability (Sabore, 2025;
Ramajeyam et al., 2023). However, existing studies focus on
general accounting practices or compare cash versus accrual
basis, leaving a gap in understanding how modified
accounting  basis  specifically influences financial
performance of small enterprises in the Philippine local
setting.

This study seeks to examine the influence of the modified
accounting basis on the financial performance of small
enterprises in Sto. Rosario, San Fernando, Pampanga. Mainly,
it seeks to assess how the use of a modified accounting basis
influences the financial performance of the small enterprises
in terms of profitability, liquidity, solvency, and operational
efficiency. Through this study, the researchers aim to provide
insights that can help small business owners to improve their
financial reporting practices. Furthermore, this study aims to
offer evidence that can help policymakers in making a policy
that is realistic and is friendly to small business owners.
Moreover, this study contributes to the accounting education
itself, defining the role of the modified basis of accounting,
which is what most small enterprises use.

2. CONCEPTUAL/ THEORETICAL FRAMEWORK

Independent Variable Dependent Variable

FINANCIAL
PERFORMANCE
MODIFIED Prosfita
ACCOUNTING —> Licuidt

BASIS

Figure 1. Paradigm of the study

For the study’s conceptual framework, the researchers
used the Independent—Dependent (IV-DV) Model, as shown
in Figure 1. The independent variable is the modified
accounting basis, while the dependent variable is the financial
performance of the selected small enterprises in San
Fernando, Pampanga. The dependent variable would be
measured through four sub-variables: profitability, liquidity,
solvency, and operational efficiency. This framework is in
line with the aim of examining how the modified accounting
basis may influence the financial performance of the
enterprises.

There are several studies that suggest that the accounting
practices of enterprises play an important role in shaping their
financial performance. In a study conducted by Bawono et al.
(2023), they noted that firm accountability and performance
outcomes are influenced by the chosen accounting method.
Similarly, Oke and Ajeigbe (2024) found that accounting-
based decisions can be one of the indicators of the overall
financial performance of an enterprise. Focusing on small and
medium enterprises, Kan and Mardy (2024) examined firms
in the service industry and found that when these enterprises
use sound financial accounting processes, it improves firm
performance. However, they also emphasized that while
financial accounting may be beneficial, these enterprises
should not overlook their management accounting techniques
and must be carefully evaluated. Jiang et al. (2022) also
explained that when an entity selects an appropriate
accounting method for its business, it promotes better
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decision-making in pricing, management of inventory, and
daily operations. To support these findings, Pillai et al. (2021)
stated that when accounting practices are applied effectively,
the profitability, liquidity, and financial condition of SMEs
are positively affected. Moreover, according to Sabore
(2025), when financial reports are timely, accurate, and well-
organized, it improves SME performance, as these strengthen
cost control and managerial decision-making. These studies,
collectively, justify the use of the IV-DV Model in examining
how the modified accounting basis (IV) may influence the
financial performance (DV) of small enterprises.

In conclusion, this framework shows that the use of a
modified accounting basis may influence the financial
performance of small enterprises. Using an accounting basis
that helps present transparent and reliable financial
information can improve the results of an SME’s profitability,
liquidity, solvency, and operational efficiency.

The Agency Theory by Jensen and Meckling (1976)
highlighted the importance of reliable financial reporting that
truly showcases the financial performance and overall
condition of a company. The adoption of a financial reporting
process is considered a significant decision for most
companies because it is possible for managers or the agents of
a business to pursue their own interests before the principal’s.
The principal will naturally aim for efficiency and profit but
the agents might only choose to report information that is
convenient and beneficial for them. When information is not
shared clearly, honestly, and timely by agents, the principal
cannot make well-informed decisions. Thus, if the financial
reports truly reflect the true condition of the business, the
owners can utilize those to make more meaningful decisions
for the company.

The Decision-Usefulness Theory is another relevant
theory, which asserts that accounting information is said to be
useful in decision-making if it is relevant and reliable
(Staubus, 2013). Relevance and reliability are two
fundamental characteristics of useful financial information in
accounting. Information is relevant if it can be used to predict
outcomes and affect decisions while information is said to be
reliable if it is accurate, complete, and free from significant
bias or error. Among the three accounting bases in this study,
accrual accounting is the most consistent with this because it
also adheres to the Matching Principle. Accrual accounting is
rooted from the said principle, which is a method that records
transactions when they occur rather than when cash is paid or
received, allowing the business to reflect finances and
resources more appropriately.

Consequently, as the modified accounting has components
of accrual accounting, it can also provide more relevant and
reliable information when compared with the cash basis of
accounting.

Lastly, the Institutional Theory from the study of
DiMaggio and Powell (1983) showed that the reason why
enterprises adopt certain accounting practices are mainly due

to external pressures such as regulatory requirements,
mandates, and industry norms. Regulations originate from
law, policies, and government rulings which are mandatory in
nature, forcing organizations to comply for them to be able to
continue doing business and avoid penalties. Meanwhile,
industry norms come from shared values, industry
expectations, accepted practices and peer influence, which are
adopted by firms because they are seen as the proper or
standard way. This is evidenced by the transitioning of most
businesses from traditional and cash accounting to accrual
accounting as required by accounting standards. However,
many small enterprises can’t fully adopt accrual accounting
due to limited financial capacity or expertise. That is why
firms decide to implement modified or hybrid accounting, and
even cash accounting in some cases.

Agency theory highlights the need for accurate and
transparent reporting to reduce information asymmetry,
Decision-usefulness emphasizes relevant and reliable
information for better decision-making, Matching Principle
ensures revenues and expenses are properly presented, and
Institutional theory explains the underlying reasons that
influences entities to adopt certain accounting practices.
These theories make up the framework that supports how the
cash, accrual, and modified basis of accounting of small
enterprises in San Fernando, Pampanga, affects their financial
performance.

3. METHODS
3.1 RESEARCH DESIGN

The researchers used a quantitative descriptive-causal
research design. According to Bhandari (2020), quantitative
research is a method that involves the collection and analysis
of numerical data. A survey was implemented to obtain
observable data from the respondents about their accounting
basis and financial performance, which were statistically
analyzed to find out the relationships between the variables.

In addition, descriptive research design aims to describe
the features of a happening or a unit of study. The approach
used here offers an extensive and detailed description which
is helpful in grasping, classifying, and explaining the topic
(Singh, 2023). Therefore, it described the modified
accounting basis used by small enterprises in San Fernando,
Pampanga and how it influenced their financial performance.
Causal research aims to find out the cause-effect relationships
and therefore always features one or more independent
variables (or hypothesized causes) and their relationships with
one or several dependent variables (Steiner et al., 2025). It
enabled researchers to determine  cause-and-effect
relationships by manipulating the independent variable and
controlling other elements, therefore it guaranteed that
variations in the outcome were truly due to the variable under
investigation. Also, by using statistical analysis, the design
helped in identifying whether one variable such as the
modified accounting basis has a direct impact on the other
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variable (financial performance). Therefore, it offers stronger
evidence of influence, in comparison to only using descriptive
design.

3.2 Respondents

Use The respondents of this study consist of owners,
managers, accounting staff, and finance staff of small
businesses in Dolores, San Fernando, Pampanga,
selected through purposive sampling. A total of 137
respondents were identified using Raosoft sample-size
calculator, considering a margin of error of 5%, a
confidence level of 95%, from a qualified population
of 213 small enterprises with at least 1 year of
operation as of 2025 (Appendix D). This ensures that
the sample size is sufficient to provide appropriate and
reliable data to the study.

Then, if the number of eligible enterprises in Barangay
Dolores is inadequate to reach, the researchers will
either (a) include all eligible enterprises (census) or (b)
expand recruitment to surrounding barangays. These
criteria ensure that the respondents are familiar with
the accounting basis used by the company and are
knowledgeable about its financial effect on the
company’s financial performance.

According to Etikan et al. (2016), purposive sampling,
or judgement sampling, is a non-probability sampling
technique in which the researchers choose the
respondents due to the certain qualities that they
possess that are needed for the study. This enables the
researchers to have respondents who are relevant to the
study, resulting in a reliable and high-quality data
collection.

The target respondents of this study were business
owners or managers of Micro, Small, and Medium
Enterprises (MSMES) in the retail industry operating
within the City of San Fernando, Pampanga, who used
eBIRForms for tax payments. MSMEs were chosen
because they were the immediate users and
beneficiaries of the Bureau of Internal Revenue’s
Electronic Bureau of Internal Revenue Forms
(eBIRForms) and other web-based tax payment
facilities. Retail MSMEs were the focus of the
research because they constituted a large share of the
city’s registered taxpayers and were directly affected
by the implementation and effectiveness of digital
taxation systems.

The number of registered retail MSMEs in the City of
San Fernando as of the fourth quarter of 2025 was
4,591, as obtained from the official list of the Office of
the City Administrator of Business Permit and
Licensing, through an authorized and signed official
letter request by the research adviser. Based on this
master list, the researchers identified the spread of

retail MSMEs by barangay to determine where the
majority of business activities were located.

3.3 Instrument

In data gathering, the researchers utilized a purely self-
constructed survey as the primary research instrument. A 4-
point Likert scale was used in data gathering. For the survey
instrument, Part 1 pertained to the Modified Accounting
Basis. Part 2 assessed the financial performance of the
respondents. Part 3 determined the influence of the Modified
Accounting Basis on financial performance. Lastly, Part 4
covered the proposed policy interventions.

Before utilizing the survey instrument, it will undergo
several technical and methodological procedures to ensure
validity and reliability, as stated below:

1. Focus Group Discussion

A Focus Group Discussion (FGD) was conducted with
selected accounting instructors, business researchers, and
owners or managers of selected small enterprises in San
Fernando, Pampanga during the initial stage of the
development of the survey instrument. It is a process of
reviewing and adjusting survey questionnaire items to ensure
that each item fits the small enterprise business context.
According to Scheelbeek et al. (2020), FGDs are effective in
improving data gathering tools because they provide expert
insights by identifying questions that are erroneous and
repetitive before the validation stage. The insights of the
experts would be used by the researchers as a basis to revise
the questionnaire to make it more aligned with the objectives
of the study.

2. Validation from experts

After the FGD was conducted, the revised questionnaire
was validated by three experts—two research coordinators
and one certified public accountant—to confirm the validity
of the content of the questionnaire. The experts evaluated the
instrument using a validation form. They assessed the clarity,
relevance, and alignment of the questionnaire with the
objectives of this study. The researchers then revised the
research instrument prior to pilot testing after obtaining the
experts’ feedback. The role of expert validation is important
to ensure the measurability and appropriateness of each item
in alignment with the purpose of the study (Luque-Vara et al.,
2020).

3. Reliability Testing Using Cronbach's Alpha

The validated instrument was pilot-tested among 20
respondents who share similar characteristics with the actual
respondents. Cronbach’s alpha coefficient was used to
measure the reliability of the survey questionnaire. Zakariya
(2022) states that if an instrument shows a reliability
coefficient of 0.70 or higher, it is considered acceptable
because it shows the internal consistency of the items with one
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another. Performing this test ensured that the questionnaire
was consistent with what it intended to assess. Overall, the
combined procedures of FGD, validation from experts, and
reliability testing ensured the validity, reliability, and
appropriateness of the final version of the questionnaire in
assessing the influence of the modified accounting basis on
the financial performance of selected small enterprises in San
Fernando, Pampanga.

The researchers used closed-ended questionnaires to
collect data. In this method, the participants answered from a
preselected list rather than providing written answers. Kanika
(2025) notes that closed-ended questions offer predefined
choices. These may involve rating on a scale, responding with
“yes” or “no,” indicating a level of agreement, or choosing a
smiley face to express their emotions. These sorts of questions
do not invite elaborate opinions or personal descriptions.
Respondents simply chose the one that best reflected their
opinions.

4. RESULTS AND DISCUSSIONS

This chapter presents the results of the data processing and
statistical analysis performed to the data gather from the
respondents using appropriate tables. It further provides
detailed interpretation of the findings in relation to the
research questions of the study and existing literature.

Table 1. Descriptive analysis and Interpretation of Mean,
Standard Deviation and verbal interpretation of the
respondents on Modified Accounting Basis

Mean Verbal
Item Statement SD Interpretat
(M) ion
I clearly understand Stronal
1 how the modified basis 3.26  0.68 gy
Agree

of accounting works
The modified basis is
2 easytoapplyinmy 318 0.71 Agree
business
The modified basis

provides more accurate Strongly
3 information than the 3.30 066 Agree
cash basis
The modified basis Stronal
4 helps me make better 3.34  0.64 gy
h A i Agree
financial decisions
The modified basis
5 |mproves_the rgllablllty 328 067 Strongly
of financial Agree
information
6 Using the modified 322 069 Agree

basis makes financial

Mean Verbal
Item Statement SD Interpretat
(M) ion
recording more
efficient
The modified basis
balances simplicity and Strongly

accuracy better than 331 065 Agree

other methods
I am likely to continue

8  using the modified 336  0.63 Sgorr‘ge'y
basis in the future g
Overall, the modified

basis is the most Strongly

9 suitable for the 340 061 Agree

business

Strongly

Overall Mean Score 3.29 0.66 Agree

**Legend Strongly agree 3.26-4.00, Agree 2.51-3.25,
Disagree 1.75-2.50, Strongly disagree 1.00-1.75

The findings indicate that respondents strongly agree
with the statements related to the modified accounting basis,
with an overall mean of (M = 3.29) and a standard deviation
of (SD = 0.66), suggesting consistent responses among
participants. The highest-rated item is “Overall, the modified
basis is the most suitable for the business” (M = 3.40),
indicating a strong preference for the modified accounting
approach among respondents. This suggests that businesses
perceive this method as highly appropriate for their financial
reporting needs, reflecting the observations of Djamil (2023),
who noted that alternative accounting models, such as
Modified Accounting Basis, are often adopted to better
represent the financial condition and reporting requirements
of entities.

Closely related is the item “I am likely to continue
using the modified basis in the future” (M = 3.36), which
reflects strong acceptance and sustainability of this
accounting method in practice.

On the other hand, the lowest-rated item is “The
modified basis is easy to apply in my business” (M = 3.18),
which still falls under the agree category. This shows that
while respondents recognize the benefits of the modified
basis, some may still encounter minor challenges in its
application. As the Modified Accounting Basis uses two
accounting methods, accrual and cash basis, proper
knowledge on what accounting basis to use depending on a
transaction is still an important factor. Furthermore, proper
application of modified accounting also depends on the nature
of their businesses. Hence, the cash basis approach might still
be preferred by some as it is relatively simpler and easier to
implement especially for small businesses (Evianti et. al.,
2025).

Overall, the results imply that the modified
accounting basis is highly valued for its balance between

L./
www.ijeais.org/ijaafmr

224



International Journal of Academic Accounting, Finance & Management Research(lJJAAFMR)

ISSN: 2643-976X
Vol. 10 Issue 7 July - 2026, Pages: 220-235

accuracy and practicality. It enhances decision-making,
improves reliability, and is widely accepted as a suitable
accounting approach for business operations — consistent
with Mendiondo (2024), who emphasizes that the modified
cash basis offers small businesses a practical approach
combining cash simplicity with accrual accuracy. Table 5
shows that most of the respondents have been running their
own enterprises for 4-6 years. This consequently implies that
the respondent’s enterprises have enough experience within
the business environment.

Table 2. Descriptive analysis and Interpretation of Mean,
Standard Deviation and verbal interpretation of the
respondents on Financial Performance as to Profitability

Mean Verbal
Item Statement (M) SD Interpretati
on

The company’s profit
1  margins have increased 3.18 0.72 Agree
in the previous year
The company has been
able_z t_o generate _net 326 068 Strongly
profit in the previous Agree
year
The company
consistently generates
3 profit after accounting 3.22  0.69 Agree
for all operating costs
and expenses
The company has been
4 able to finance business 3.30 0.66
growth using profits

Overall Mean Score

Strongly
Agree

3.24 0.69 Agree

**L egend Strongly agree 3.26-4.00, Agree 2.51-3.25,
Disagree 1.75-2.50, Strongly disagree 1.00-1.75

The findings indicate that respondents strongly agree
with the statements related to profitability, with an overall
mean of (M = 3.24) and a standard deviation of (SD = 0.69),
reflecting relatively consistent responses. The highest-rated
item is “The company has been able to finance business
growth using profits” (M = 3.30), suggesting that profitability
plays a significant role in sustaining and expanding business
operations. This implies that firms are effectively utilizing
internally generated funds to support growth. In a study by
Serrasqueiro et al. (2023), they found that SMEs tend to grow
more once they become profitable enough to accumulate
retained earnings. Instead of seeking funds from outside
sources due to limited access, these businesses usually
reinvest those earnings into activities that support expansion.
Because of this, profitability becomes an important factor not
just for their sustainability, but also for helping them grow
over time.

Closely followed is the item “The company has been
able to generate net profit in the previous year” (M = 3.26),

indicating that businesses maintain positive financial
performance.

On the other hand, the lowest-rated item is “The
company’s profit margins have increased in the previous
year” (M = 3.18), which still falls under the agree category.
This suggests that while profitability is evident, the rate of
growth in profit margins may not be as strong or consistent
across all firms. This finding is consistent with a study by
Agim Kukeli et al. (2025), who discovered that all firms have
different profitability and that it is not always consistent
across all firms due to differences in financial management,
while also considering the condition of the economy. This
suggests that firms' profitability may vary because each firm
manages its resources differently.

Overall, the results imply that businesses
demonstrate strong profitability performance, particularly in
generating income and supporting growth, although there may
be slight variations in profit margin expansion.

Table 3. Descriptive analysis and Interpretation of Mean,
Standard Deviation and verbal interpretation of the
respondents on Financial Performance as to Liquidity

Mean Verbal
Item Statement SD Interpretati
(M) on
The company has
sufficient cash to meet Stronal
1 day-to-day operating 3.28 0.67 A gly
gree
expenses (e.g., wages,
utilities)
The company can
easily determine its Stronal
2  available cash balance 3.34 0.64 gy
Agree

based on accounting
records
The company is able to
3 pay its supplierson  3.22 0.69 Agree
time
The business maintains

a healthy cash ba}lance 330 0.66 Strongly
to support daily Agree
operations
Overall Mean Score 329 o067 Stongly
Agree

** egend Strongly agree 3.26-4.00, Agree 2.51-3.25,
Disagree 1.75-2.50, Strongly disagree 1.00-1.75

The findings indicate that respondents strongly agree
with the statements related to liquidity, with an overall mean
of (M = 3.29) and a standard deviation of (SD = 0.67),
suggesting consistent responses among participants. The
highest-rated item is “The company can easily determine its
available cash balance at any given time based on its
accounting records” (M = 3.34), indicating that businesses
have effective accounting systems that allow for accurate and
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timely monitoring of cash positions. This reflects strong
financial control and transparency in cash management. A
study by Sari et al. (2025), showed that a well-planned cash
management system had a major positive impact on the
liquidity ratios of micro, small, and medium enterprises
(MSMEs) in Central Java which in turn, emphasized the
significance of cash management in maintaining financial
stability.

Closely followed is the item “The business maintains
a healthy cash balance to support daily operations” (M =
3.30), suggesting that companies prioritize maintaining
sufficient liquidity to sustain operations. Many studies have
shown that continuing daily business activities and ensuring
financial stability are majorly reliant on maintaining sufficient
cash balances. Liquidity management is a significant element
of business survival, which involves ensuring a sufficient
amount of cash is available at hand to settle immediate
liabilities and cover operation costs (Devakumar et al., 2024).

In addition, a study conducted by Amaliyah et al.
(2024) stated that a strong management of cash flow is
essential for the persistence and development of Micro, Small
and Medium Enterprises (MSMEs). By managing cash well,
a business can not only prevent running out of money but also
decide on the right strategies and ensure that the business will
continue for a long time. Furthermore, a business focusing on
profits should always have enough cash flow as it is one of
the means to meet their operation needs (Lagua, 2024).

On the other hand, the lowest-rated item is “The
company is able to pay its suppliers on time” (M = 3.22),
although it still falls under the agree category. This suggests
that while liquidity is generally strong, there may be minor
challenges in consistently meeting short-term obligations.
According to Wang (2025), small and medium enterprises
(SMEs) often faced liquidity problems that hinder their
capacity to fulfill short-term liabilities, notably payments to
suppliers. One of the reasons for the delays in payments are
timing differences between accounts receivable and accounts
payable, along with a lack of access to financing, therefore the
cash flow cycles are disrupted. Therefore, it is possible that
even the financially sound companies will have difficulty in
making payments on time. These constraints restrict their
ability to quickly come up with cash in order to make their
short-term payments, even if their overall financial condition
is healthy (Nurchayati, 2025).

Overall, the results imply that businesses maintain a
strong liquidity position, supported by effective cash
monitoring and management practices, which enables them to
sustain daily operations and meet financial obligations.

Table 4. Descriptive analysis and Interpretation of Mean,
Standard Deviation and verbal interpretation of the
respondents on Financial Performance as to Solvency

Mean Verbal
Item Statement M) SD Interpretati
on

The business maintains
1  amanageable level of 3.20 0.70 Agree
long-term debt
The business is able to
_ mee_t its Io_ng-'germ 328  0.67 Strongly
financial obligations as Agree
they fall due
The business earnings
are sufficient to cover
3 interest expensesand  3.24  0.69 Agree
long-term loan
repayments
The business has a
strong equity base that

4 supports long-term  3.30 0.66 SKorr]é:];y
financial stability and 9
growth
Overall Mean Score 3.26 0.68 Strongly
Agree

**_ egend Strongly agree 3.26-4.00, Agree 2.51-3.25,
Disagree 1.75-2.50, Strongly disagree 1.00-1.75

The findings indicate that respondents strongly agree
with the statements related to solvency, with an overall mean
of (M = 3.26) and a standard deviation of (SD = 0.68),
suggesting relatively consistent responses. The highest-rated
item is “The business has a strong equity base that supports
long-term financial stability and growth” (M = 3.30),
indicating that firms maintain a solid financial foundation that
enhances their long-term sustainability. This suggests that
businesses are well-positioned to support growth through
internally generated capital and equity. Through a good cash
management system, businesses can forecast future cash
flows accurately, thereby reducing uncertainty around
decision-making processes. Businesses using recent cash
management approaches such as cash flow forecasting and
liquidity optimization achieve greater financial success and
have improved organizational resilience. By predicting their
cash needs, businesses can effectively allocate resources and
ensure long-term viability (Molina et. al., 2023).

Closely followed is the item “The business is able to
meet its long-term financial obligations as they fall due” (M
= 3.28), reflecting strong confidence in the company’s ability
to manage long-term liabilities effectively. The essential
component of financial management that helps companies
maintain sufficient cash flow for their liquidity needs and
optimize profits is effective cash or cash flow management.
According to Molina et. al. (2023), the purpose of cash
management is to maximize both cash inflows and outflows
so that there is an ideal amount of liquidity available to take
advantage of investment opportunities. When businesses use
organized cash management systems, they are better able to
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meet all of their long-term financial obligations, including
debt obligations.

On the other hand, the lowest-rated item is “The
business maintains a manageable level of long-term debt” (M
= 3.20), which still falls under the agree category. This
suggests that while debt levels are generally controlled, some
businesses may experience slight challenges in optimizing
their debt structure. Proper cash management is crucial for
companies to fulfill their long-term obligations while
maintaining financial stability. Proper cash management is
defined as planning, monitoring and controlling cash flows to
ensure there are sufficient resources for the repayment of debt
and to meet operating needs. Molina et. al. (2023) says that by
successful cash management, firms can preserve liquidity
without sacrificing profitability, enabling them to meet their
obligations as they arise.

An effective cash management system provides
firms with the ability to forecast cash receipts and payments,
enabling firms to ensure that long-term obligations, such as
bonds and loans, are paid according to schedule. A number of
studies show that the use of current cash management
practices, such as forecasting and liquidity optimization
increases firms' ability to make sound financial decisions and
decreases the chance of default on their obligations.

Overall, the results imply that businesses
demonstrate strong solvency, characterized by a stable equity
base and the ability to meet long-term obligations, which
contributes to financial sustainability and growth

Table 5. Descriptive analysis and Interpretation of Mean,
Standard Deviation and verbal interpretation of the
respondents on Financial Performance as to Operational

Mean Verbal
Item Statement SD Interpretati
(M) on
The modified
accounting basis Stronal
5 positively influences 334 0.64 rgey
the profitability of the g
business
The accounting basis Stronal
6 improves liquidity  3.36  0.63 gly
Agree
management
Overall Mean Score 3.28 0.67 Strongly
Agree

efficiency
Mean Verbal
Item Statement SD Interpretati
(M) on
The business uses its
1 fmanual reSOUrces 4,0 (157 Strongly
efficiently to maximize Agree

operational output
The company’s
operations are carried
2 out efficiently with ~ 3.22  0.69 Agree
minimal delays, errors,
or wastage
The company
efficiently tracks
inventory and
production inputs to
prevent shortages or
overstocks
The business shows
4 stable financial growth 3.30 0.66
over time

3.18 0.72 Agree

Strongly
Agree

**Legend Strongly agree 3.26-4.00, Agree 2.51-3.25,
Disagree 1.75-2.50, Strongly disagree 1.00-1.75

The findings indicate that respondents strongly agree
with the statements related to operational efficiency, with an
overall mean of (M = 3.28) and a standard deviation of (SD =
0.67), reflecting consistent responses among participants. The
highest-rated item is “The accounting basis improves liquidity
management” (M = 3.36), suggesting that the modified
accounting basis plays a crucial role in enhancing financial
control and cash management within the business. This
indicates that proper accounting practices contribute
significantly to efficient operations.

The highest-rated item was “The accounting basis
improves liquidity management." (M=36). This suggests that
the use of a modified accounting basis plays a crucial role in
helping a business properly manage its cash flow and meet its
financial needs. The results match the study of Pillai et al.
(2021), which pointed out that the adoption of accounting
methods such as a modified basis improves the financial
control of the company, especially when it comes to planning
resources and managing liquidity. This makes the research
relevant as it proves that accounting methods that fit your
business can lead to more efficient financial management.

Closely followed is the item “The modified
accounting basis positively influences the profitability of the
business” (M = 3.34), reinforcing the idea that accounting
methods directly impact operational and financial outcomes.

This finding is aligned with the study of Joudeh et al. (2021),
which states that the use of cash and accrual bases, which
when combined is a modified basis of accounting, influences
the profitability of the entity. Furthermore, Sabore (2025) also
affirmed that by using a proper way of recording transactions.
Businesses can make the financial statements more accurate
and timelier. This leads to better decision-making and
maximized profitability.

On the other hand, the lowest-rated item is “The
company efficiently tracks inventory and production inputs to
prevent shortages or overstocks” (M = 3.18), which still falls
under the agree category. This suggests that while operational
efficiency is generally strong, inventory and production
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tracking may still present minor challenges for some
businesses.

The study of Seman et al. (2019) shows how the use
of basic accounting procedures affects the daily operations. It
stated that by adhering to the basic accounting principles,
including using the basis of accounting in your reporting
requirements, a company’s operation will most likely go as
planned. By using such an accounting basis, businesses can
monitor and evaluate their performance well, which helps
improve the company’s business performance.

Overall, the results imply that businesses
demonstrate high operational efficiency, supported by
effective use of financial resources and improved accounting
practices. The modified accounting basis appears to
significantly contribute to both operational performance and
financial management.

Table 5. Summary of Modified Accounting Basis and
Financial Performance

Mean Verbal
Variable Construct (M) SD Interpretati
on
Modified
'”3‘;??;‘3‘;“ Accounting  3.29  0.66 StArO:‘g;y
Basis g
Dependent -
Variables Profitability 3.24  0.69 Agree
S Strongly
Liquidity 3.29 0.67 Agree
Strongly
Solvency 326 0.68 Agree
Operational Strongly
Efficiency 3.28 067 Agree

**L egend Strongly agree 3.26-4.00, Agree 2.51-3.25,
Disagree 1.75-2.50, Strongly disagree 1.00-1.75

The results indicate that respondents strongly agree that the
modified accounting basis (M = 3.29) is widely applied and
beneficial.

This high score is synonymous with the results of the
independent variable. Tlotlo Segotso et al. (2024) show that a
modified accounting basis is beneficial to small enterprises
cost-wise. As most of these enterprises lack resources to fully
implement other accounting bases, such as the accrual basis.
And as shown in the study of Arum Ardianingsih and CA
(2021), businesses can attain advantages and flexibility of
reporting with the use of a modified accounting basis.

Similarly, all financial performance indicators—profitability
(M = 3.24), liquidity (M = 3.29), solvency (M = 3.26), and
operational efficiency (M = 3.28)—are rated strongly agree,
suggesting that businesses demonstrate strong financial health
and operational performance.

These findings imply that a company's financial health is
consistently improved when it adopts a modified accounting
basis. It demonstrates that the respondents have faith in their
business's capacity to handle finances, settle debts, and
maintain profitability. Overall, the research suggests that
sound accounting procedures are essential to sustaining stable
finances and efficient business operations.

Table 6. Correlation Analysis

p-

Variables I Interpretation Decision
value value
Modified 5
Accounting Basis » 071 5099 0,000 Significant
o Positive
Profitability
Modified S
Accounting Basis » 069 5099 0,000 Significant
e Positive
Liquidity
Modified 5
Accounting Basis » 0.66  ~uond 0,000 Significant
Positive
Solvency
Modified
A ing Basis —
“O‘mtmg %S 0.74 S”_Of‘g 0.000 Significant
Operational Positive
Efficiency

The results reveal that the modified accounting basis has a
strong and significant positive relationship with all
dimensions of financial performance (p < 0.05). The strongest
relationship is observed with operational efficiency (r = 0.74).
Adopting more modern accounting methods may result in an
increase in  businesses' operational efficiency and
performance as a whole, by significantly having improved
planning and resource allocation (Bragas et al. 2025).

Operational efficiency is followed by profitability (r = 0.71).
Evident in the study of Joudeh et al. (2021), it was stated that
the accounting measurement bases— particularly cash and
accrual bases of accounting—have a significant influence on
the entity's return on assets and return on equity, which
reflects the profitability of the entity. The study found that the
accrual basis of accounting provided a more accurate
representation of the true profitability than the cash basis of
accounting, as it matches income and expenses more
effectively. Next is liquidity (r = 0.69), and solvency (r =
0.66). According to Agus et al. (2023), accounting practices
improve internal control systems and financial monitoring,
which are very important in keeping liquidity and also making
sure the firm will be able to meet its obligations. These
practices help the business to trace their financial activities
more accurately and to have well-informed strategic
decisions, thus leading to a higher level of overall financial
stability. Furthermore, a study by Sequeira et. al (2024)
further stated that companies with strong financial
frameworks and accounting systems can efficiently fulfill
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their long-term commitments and keep their businesses
running for a longer period.

High-quality accounting information can significantly
improve decision-making, make it easier to get financing, and
result in better financial performance (Ciza et al., 2025). In
addition, multiple empirical studies support the proposition
that market measures of financial performance are positively
associated with accounting measures of performance
(Alajlani, 2019).

This indicates that adopting the modified accounting basis
significantly enhances both operational and financial
outcomes of businesses.

Table 7. Regression Analysis

Variable B Beta t P-
value
Constant 1.05 — 5.12 0.000

Modified Accounting

- 0.67 0.71 1045 0.000
Basis

Dependent Variable p-value Decision Conclusion

Profitability 0.000 Reject Ho Significant
Liquidity 0.000 Reject Ho Significant
Solvency 0.000 Reject Ho Significant

Operational . .
Efficiency 0.000 Reject Ho Significant

Modified accounting basis significantly predicts profitability
(B = 0.71, p < 0.05), explaining 50% of the variance. The
results consistently show that the modified accounting basis
has a significant positive effect on all dimensions of financial
performance (p < 0.05). Therefore, the null hypothesis is
rejected in all cases.

Among the dependent variables, operational efficiency ( =
0.74) is most strongly influenced, indicating that accounting
practices greatly enhance internal processes and resource
utilization. This is also apparent with the study of Kan
Channarika and Mardy (2024), who emphasized that effective
accounting procedures improve organizational performance
through strengthening and easier monitoring of systems and
operational control, which supports the statement that
structured accounting practices enable firms to optimize
processes and utilize resources more efficiently.

This is followed by profitability (B = 0.71) and liquidity (f =
0.69), suggesting that improved accounting methods enhance
transparency and decision usefulness, enabling firms to better
manage resources and maintain adequate liquidity levels
(Hasibuan and Evianti, 2025).

Although solvency (B = 0.66) shows the lowest effect, it
remains significantly influenced, indicating that accounting
practices also support long-term financial stability. The
variation in the strength of relationships across financial

performance indicators suggests that the impact of accounting
practices is not uniform. While operational efficiency and
profitability show stronger effects, solvency exhibits a
relatively lower influence. This may be because solvency is
more dependent on long-term financial structure and external
financing decisions, which are not solely determined by
accounting methods.

The findings confirm that the modified accounting basis is a
strong determinant of financial performance. It significantly
enhances:

e  Profitability

e Liquidity

e Solvency

e  Operational Efficiency

This implies that businesses adopting a modified accounting
approach benefit from improved financial accuracy, better
decision-making, and enhanced operational effectiveness.

The results reveal that the modified accounting basis has a
strong and significant positive relationship with all
dimensions of financial performance (p < 0.05). The strongest
relationship is observed with operational efficiency (r = 0.74).
Adopting more modern accounting methods may result in an
increase in  businesses' operational efficiency and
performance as a whole, by significantly having improved
planning and resource allocation (Bragas et al. 2025).

5. CONCLUSIONS AND RECOMMENDATIONS

5.1 Conclusion

In light of the findings, the following conclusions are
derived:

1. Small Enterprises in San Fernando, Pampanga
perceived the modified accounting basis as a method
reliable and suitable for their business operations,
although there are minor challenges in applying it.

2. Financial Performance of Small Businesses in San
Fernando, Pampanga were mostly stable and
positively maintained. It is with significant emphasis
on managing their profitability, liquidity, solvency,
and operational efficiency. However, there are
existence of minor variations which implies that
financial management practices or methods are not
yet fully maximized. This signifies a gap in further
optimizing financial results and enhancing key
financial and operational strategies.

3. Modified accounting basis significantly influences
financial performance, enhancing Small Enterprises’
profitability, liquidity, solvency and operational
efficiency.

4. Overall, the study concludes that the modified
accounting basis is an effective accounting method
in enhancing the financial performance of small
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enterprises, aiding in growth, stability, and improved
decision making.

5.2 Recommendations

Drawing from the conclusions, the study

recommends:

1.

Small Enterprise Owners

Create a guideline or framework which details
transactions to be accounted under cash basis and
transactions under accrual accounting in order to
prevent inconsistencies and to make the financial
reports of small enterprises more comparable to their
past performances.

Implement at least a quarterly consultation with an
accountant to check if the cash and accrual accounts
are properly accounted and recorded and if their
amounts can be correctly carried forward to the next
period.

Encourage accounting staff to continuously improve
their accounting knowledge through specialized
trainings in order to help them implement the
modified accounting basis properly.

Should consider using affordable accounting
software that can be used in recording and tracking
both cash and accrual transactions.

For Government Agencies (DTI, LGUs.)

Consider allowing the use of Modified Accounting
Basis for financial reporting by small enterprises to
support a more cost-effective reporting. This will
allow small enterprise reports actual cash liquidity
while still maintaining clean records of long-term
assets and debt.

Consider providing specialized trainings or
programs that can assist small enterprise owners to
properly apply modified accounting practices in
accordance with financial standards.

For the Future Researchers

Obtain a larger sample size and include a diverse
variety of small businesses across different
industries and regions to improve the ability to
generalize to the population as a whole.

Complete a comparative analysis of the modified
accounting basis, cash basis, and accrual basis
methods of accounting, to determine the method that
produces the most accurate financial results and the
one that can best reflect financial performance.

Conduct qualitative research methods, such as
interviews and case studies. To gain in-depth
information about the application of modified

[

[2

3]

[4]

(5]

[6]

[7]

(8]

accounting and the advantages and disadvantages of
its use.

e Evaluate the level of accounting skills and training
of small business owners, to better understand how
this impacts the successful application of modified
accounting.

e Further investigate the sub variable ‘profitability’
which received the lowest mean among financial
performance indicators by examining additional
profitability indicators or external factors that can
influence it, comparing results between qualitative
and quantitative factors, and conducting a
comparison between different accounting bases to
observe how they affect the aspect of profitability.
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