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ABSTRACT

Micro, Small, and Medium Enterprises (MSMEs) are the backbone of the Indian
economy, contributing significantly to employment generation, industrial production,
exports, and inclusive economic development. Effective accounting practices are essential
for ensuring financial transparency, regulatory compliance, informed decision-making, and
sustainable business growth. Despite their economic importance, many MSMEs continue to
rely on traditional bookkeeping methods, resulting in inadequate financial reporting, weak
internal controls, and limited access to institutional finance. The increasing adoption of
digital accounting systems, Goods and Services Tax (GST) compliance mechanisms, and
cloud-based financial technologies has transformed accounting practices among Indian
MSMEs. This conceptual study reviews the existing literature, government reports,
accounting standards, and policy documents to examine the accounting practices followed
by MSMEs in India. The study identifies key accounting practices, explores the factors
influencing their adoption, and highlights major challenges and emerging trends. The
findings provide insights for policymakers, practitioners, researchers, and MSME
entrepreneurs to strengthen accounting systems and promote sustainable enterprise
development.
KEYWORDS: MSMEs , Accounting Practices , Financial Reporting , Digital
Accounting, GST Compliance , Bookkeeping , Financial Management
INTRODUCTION

Micro, Small, and Medium Enterprises (MSMEs) constitute one of the most
dynamic sectors of the Indian economy, contributing substantially to employment
generation, manufacturing output, exports, and balanced regional development. The sector
plays a vital role in promoting entrepreneurship, innovation, and inclusive economic growth.
In an increasingly competitive business environment, effective accounting practices have
become indispensable for ensuring financial stability, regulatory compliance, and strategic
decision-making within MSMEs.

Accounting practices encompass the systematic recording, classification,
summarization, and reporting of financial transactions. They enable business owners to
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assess profitability, manage cash flows, maintain statutory compliance, and make informed
managerial decisions. With the implementation of the Goods and Services Tax (GST),
digital payment systems, and cloud-based accounting software, Indian MSMEs are
gradually transitioning from traditional bookkeeping to technology-enabled accounting
systems. However, many enterprises continue to face challenges such as inadequate
accounting knowledge, limited access to professional expertise, high compliance costs, and
insufficient adoption of digital technologies.

This conceptual study examines the accounting practices followed by MSMEs in India by
synthesizing existing literature, policy documents, and institutional reports. It aims to
provide a comprehensive understanding of the current accounting landscape, identify
prevailing challenges, and suggest measures for improving accounting efficiency and
financial management among Indian MSMEs.

STATEMENT OF THE PROBLEM

The Micro, Small, and Medium Enterprise (MSME) sector is widely recognized as a
major contributor to India's economic growth, employment generation, and industrial
development. Despite its significant role, many MSMEs continue to experience financial
and operational challenges due to inadequate accounting practices. A large proportion of
micro and small enterprises still rely on manual bookkeeping or maintain incomplete
financial records, which adversely affects financial planning, business performance
evaluation, tax compliance, and decision-making. Inadequate accounting systems often
result in inaccurate financial reporting, weak internal controls, poor cash flow management,
and difficulties in assessing business profitability.

The introduction of the Goods and Services Tax (GST), digital payment systems,
and mandatory financial reporting requirements has increased the need for systematic and
technology-driven accounting practices. Although digital accounting software and cloud-
based financial management tools have become increasingly accessible, their adoption
among MSMEs remains uneven because of limited financial literacy, lack of skilled
accounting personnel, affordability issues, and inadequate technological infrastructure.
Consequently, many enterprises encounter challenges in complying with statutory
regulations and accessing institutional finance, as banks and financial institutions require
reliable financial statements and transparent accounting records for credit assessment.

Existing literature primarily focuses on the financial performance, financing
constraints, and policy support for MSMEs, while limited attention has been given to
understanding the conceptual dimensions of accounting practices and their role in enhancing
enterprise sustainability. Furthermore, rapid technological advancements have transformed
accounting processes, necessitating a comprehensive review of current accounting practices
and emerging trends within the MSME sector. Therefore, there is a need for a conceptual
study that synthesizes existing knowledge, identifies key accounting practices, examines
influencing factors, and highlights challenges and opportunities. Such a study will
contribute to developing a stronger theoretical understanding and provide valuable insights
for policymakers, accounting professionals, and MSME entrepreneurs to improve financial
management and sustainable business growth.

OBJECTIVES OF THE STUDY
1. To examine the accounting practices followed by Micro, Small, and Medium

Enterprises (MSMES) in India.

2. To identify the factors influencing the adoption of accounting practices and the
challenges faced by MSMEs in maintaining effective accounting systems.

3. To suggest strategies for strengthening accounting practices through digital
technologies, professional support, and policy interventions for sustainable MSME
development.
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RESEARCH METHODOLOGY

The present study adopts a conceptual research design based entirely on secondary
data. The objective is to develop a comprehensive understanding of accounting practices
followed by the MSME sector in India through a systematic review and synthesis of existing
literature. Relevant information has been collected from scholarly journals, books,
conference proceedings, government publications, annual reports, policy documents, and
reports published by institutions such as the Ministry of MSME, Reserve Bank of India
(RBI), Institute of Chartered Accountants of India (ICAIl), and other national and
international organizations. Recent studies published between 2015 and 2026 have been
considered to capture the evolving trends in accounting practices, digital accounting
adoption, and regulatory compliance.

The collected literature has been analyzed using descriptive, thematic, and content
analysis techniques to identify key accounting practices, emerging technologies, influencing
factors, and challenges affecting MSMEs. The study also reviews relevant accounting
standards, GST regulations, and digital financial initiatives that influence accounting
systems in Indian enterprises. Since the research is conceptual in nature, no primary data
collection or statistical analysis has been undertaken. The findings are based on critical
interpretation and integration of existing knowledge, enabling the formulation of conceptual
insights and practical recommendations for strengthening accounting practices and
improving financial management within the MSME sector in India.

REVIEW OF LITERATURE

Mitchell, Reid & Smith (2000), The study emphasized that systematic accounting
information improves managerial decision-making in small businesses. Accurate
bookkeeping enhances financial planning, operational efficiency, and long-term
sustainability, enabling SMEs to respond effectively to competitive business environments.
Marriott and Marriott (2000) ,The authors found that small enterprises primarily use
accounting information for taxation and statutory compliance rather than strategic decision-
making. They recommended improving accounting awareness to support business planning
and performance evaluation. Ismail and King (2007),This study examined accounting
information systems in SMEs and concluded that business performance improves when
accounting systems align with organizational needs, technological capabilities, and
managerial competencies. Ahmad (2012),The research highlighted that accounting
information systems significantly improve financial reporting quality, internal control, and
operational efficiency. Proper accounting practices support informed managerial decisions
and sustainable enterprise growth. Maseko and Manyani (2011),The study observed that
many SMEs maintain inadequate accounting records due to financial constraints and lack of
accounting expertise, affecting financial performance and limiting access to institutional
finance. Auken (2013),The study reported that effective financial record-keeping enhances
creditworthiness and improves access to bank finance. Proper accounting practices
contribute to business growth and better financial management. Mbroh and Attom
(2012),The researchers found that poor bookkeeping practices negatively influence business
performance. Maintaining systematic accounting records improves profitability,
accountability, and financial transparency among small enterprises. Onaolapo, Fasina and
Adegbite (2011),The study concluded that computerized accounting systems increase the
accuracy, speed, and reliability of financial reporting while reducing accounting errors and
improving operational efficiency. Nandan (2010),The author emphasized that accounting
systems play an essential role in strengthening corporate governance, financial
accountability, and transparency, thereby improving business sustainability and stakeholder
confidence. Abor and Quartey (2010),The study identified inadequate accounting
practices as one of the major barriers restricting SME growth, investment opportunities, and
access to formal credit institutions. Holmes and Nicholls (1989),The study established that
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the quality of accounting information depends on enterprise size, management expertise,
and statutory reporting requirements. Better accounting systems improve business decision-
making. IFRS Foundation (2015),The IFRS for SMEs framework promotes simplified
financial reporting standards for small enterprises, enhancing comparability, transparency,
and consistency in financial reporting across organizations. ICAIl (2021),The Institute of
Chartered Accountants of India emphasized that standardized accounting practices improve
financial discipline, regulatory compliance, and transparency while supporting sustainable
development of MSMEs. Reserve Bank of India (2022),The RBI highlighted that reliable
financial statements strengthen MSMES' access to institutional finance, reduce information
asymmetry, and improve credit appraisal by financial institutions. Ministry of MSME
(2023),The Ministry emphasized digital transformation and financial formalization through
Udyam Registration, GST integration, and digital accounting systems to improve enterprise
governance and financial management. World Bank (2020),The World Bank reported that
digital financial management systems improve accounting accuracy, business transparency,
and financial inclusion among small enterprises in developing economies. OECD
(2021),The OECD observed that adoption of digital accounting technologies enhances
productivity, reduces compliance costs, and strengthens financial reporting quality among
small and medium enterprises. Tally Solutions (2023),The report highlighted that cloud-
based accounting software has simplified GST compliance, inventory management, payroll
processing, and financial reporting for Indian MSMEs through automation. Deloitte
(2022),The study indicated that artificial intelligence, automation, and cloud technologies
are transforming accounting functions by improving efficiency, reducing manual errors, and
supporting real-time financial reporting. PwC India (2023),PwC reported that digital
accounting practices improve financial governance, business resilience, and regulatory
compliance while enabling MSMEs to make data-driven strategic decisions. KPMG India
(2022),The report found that integrated accounting systems enhance financial transparency,
risk management, and business performance by providing timely and accurate financial
information. Ernst & Young (EY) India (2023),The study concluded that digital
accounting ecosystems supported by automation and analytics significantly improve
financial decision-making, compliance management, and sustainable growth among
MSMEs. Anis Fathima and Paramasivan (2024), investigate the knowledge and
awareness levels of small businesses and highlight the importance of accounting practices.
The study uses a descriptive methodology to gather primary and secondary data. Structured
questionnaires are used for data collection, and the SPSS Package is used for statistical
analysis. This study aims to improve small businesses' financial management by
illuminating accounting procedures. Anis Fathima and Paramasivan (2026), the absence
of probability sampling and validated measurement scales limits causal inference and
generalizability. The study contributes empirical evidence from a micro-enterprise context
and highlights the importance of structured accounting adoption, while acknowledging
methodological limitations and the need for more rigorous future research. H Anis Fathima
& Surya (2026), indicate that entrepreneurship significantly contributes to economic
sustainability by fostering green technologies, reducing unemployment, and promoting
social equity. However, challenges such as environmental degradation and unequal
opportunity distribution persist. Recommendations emphasize integrating sustainability into
entrepreneurial education, supporting marginalized groups, and encouraging green funding
initiatives. Effective policies and support systems are essential for leveraging
entrepreneurship to build a sustainable and resilient economy. Anis Fathima and
Paramasivan (2026), examines how well SMEs understand the rules guiding proper
accounting procedures and accounting principles. Managerial skills do affect high-growth
businesses when contrasted to low-growth businesses; otherwise, they have no influence.
Numerous business endeavors have been established in the Ramanathapuram District as a
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result of this strategy. Through an analysis of their relationships with managerial skills, this
study looks at how entrepreneurs in the Ramanathapuram District support the expansion and
prosperity of SMEs. The questionnaire approach was used to collect data from DIC-
registered organizations, and the appropriate statistical techniques and instruments were
used for analysis.

RESEARCH GAP

The review of literature indicates that most existing studies focus on bookkeeping,
accounting information systems, financial reporting, digital accounting adoption, and
regulatory compliance among SMEs. However, there is limited conceptual research that
comprehensively integrates traditional accounting practices, emerging digital technologies,
accounting standards, internal controls, and policy initiatives within the context of Indian
MSMEs. Furthermore, existing studies predominantly employ empirical approaches, while a
holistic conceptual framework linking accounting practices with financial sustainability and
business performance remains underexplored. Therefore, this study seeks to bridge this gap
by developing a comprehensive conceptual understanding of accounting practices in the
Indian MSME sector.

CONCEPTUAL AND THEORETICAL FRAMEWORK

The accounting practices of MSMEs can be understood through an integrated
conceptual framework that combines accounting principles, organizational resources,
technological adoption, and institutional influences. Accounting practices encompass
bookkeeping, financial reporting, inventory accounting, payroll management, taxation,
budgeting, cost accounting, internal controls, and digital financial management. These
practices collectively provide reliable financial information that supports planning, decision-
making, regulatory compliance, and organizational sustainability.

The study is primarily supported by the Resource-Based View (RBV), which
suggests that efficient accounting systems, skilled human resources, financial knowledge,
and digital technologies constitute valuable organizational resources that enhance
competitiveness and long-term performance. MSMEs that invest in robust accounting
systems are better positioned to improve financial transparency, optimize resource
utilization, and strengthen business resilience.

The Institutional Theory explains that government regulations, accounting
standards, taxation policies, banking requirements, and stakeholder expectations
significantly influence accounting practices. Regulatory frameworks such as the Goods and
Services Tax (GST), Udyam Registration, and financial reporting requirements encourage
MSMEs to adopt standardized accounting systems.

The Technology Acceptance Model (TAM) further explains the increasing
adoption of cloud accounting, enterprise resource planning (ERP), artificial intelligence
(Al), and digital bookkeeping software. According to this model, perceived usefulness and
ease of use determine the willingness of MSME owners to adopt accounting technologies
that improve efficiency, reduce errors, and facilitate compliance.

The conceptual framework proposes that internal factors (managerial competence,
financial literacy, enterprise size, and resource availability) and external factors
(government regulations, technological infrastructure, financial institutions, and professional
support) influence accounting practices. Effective accounting systems enhance financial
reporting quality, regulatory compliance, operational efficiency, access to institutional
finance, and informed managerial decision-making. Consequently, improved accounting
practices contribute to business sustainability, profitability, competitiveness, and long-term
growth of MSMEs in India.

ACCOUNTING PRACTICES IN INDIAN MSMES

Accounting practices in Indian MSMEs comprise a systematic process of recording,

classifying, summarizing, and reporting financial transactions to facilitate effective business

RESEARCH EXPLORER 89 volume XV, Issue 52



JULY - SEPTEMBER 2026 ISSN: 2250-1940 (P), 2349-1647(0)

management. Traditionally, many micro and small enterprises maintained manual
bookkeeping systems, including cash books, purchase registers, sales registers, journals, and
ledgers. However, the implementation of the Goods and Services Tax (GST), increasing
digitalization, and wider adoption of accounting software have significantly transformed
accounting practices across the sector.

Modern MSMEs increasingly use computerized accounting systems for preparing
financial statements, maintaining inventory records, processing payroll, calculating
depreciation, budgeting, cost analysis, and filing statutory returns. Digital accounting
platforms such as cloud-based software enable real-time financial reporting, automated tax
calculations, bank reconciliation, invoice generation, and secure data management. These
technologies improve operational efficiency, reduce manual errors, and enhance financial
transparency.

Despite these advancements, accounting practices among MSMEs vary considerably
depending on enterprise size, financial literacy, technological capability, availability of
professional accounting support, and regulatory awareness. Many micro enterprises
continue to experience challenges related to inadequate record-keeping, limited adoption of
digital accounting tools, and compliance complexities. Strengthening accounting practices
through professional training, affordable accounting technologies, and supportive
government initiatives is essential for improving financial management, regulatory
compliance, business sustainability, and long-term competitiveness of the Indian MSME
sector.

FACTORS INFLUENCING ACCOUNTING PRACTICES IN INDIAN MSMES

Accounting practices in Micro, Small, and Medium Enterprises (MSMEs) are
influenced by a combination of internal and external factors that determine the quality,
accuracy, and effectiveness of financial management. The adoption of systematic
accounting practices is essential for ensuring transparency, statutory compliance, and
sustainable business growth. The major factors influencing accounting practices are
discussed below.

Seeking credit requires reliable
financial statements.

Affordability influences the
implementation of modern
systems

Access to accountants ensures
accuracy and compliance.

Regulatory Requirements Management

Compliance compels systematic Commitment

record-keeping.

T
=
Technological Adoption
Software and Al improve efficiency

and accuracy.

Owner willingness affects
accounting quality.

Business Environment

s &

Competition encourages financial
management.

Owners with financial knowledge

adopt standardized procedures.
Programs encourage modern

accounting techniques

enterprises.

Enterprise Size
Medium enterprises need more
comprehensive records than micro
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CHALLENGES IN ACCOUNTING PRACTICES

Despite the growing importance of financial management, many MSMEs in India
continue to face significant challenges in maintaining effective accounting practices. One of
the major issues is the continued dependence on manual bookkeeping and incomplete
financial records, particularly among micro enterprises. Limited financial literacy and
inadequate accounting knowledge among business owners often result in inaccurate
recording and reporting of financial transactions.

The shortage of qualified accounting professionals and the high cost of hiring skilled
personnel further restrict the adoption of standardized accounting systems. Many MSMEs
also experience difficulties in implementing digital accounting software due to limited
technological infrastructure, lack of digital skills, and concerns regarding cybersecurity.
Frequent amendments in GST regulations, taxation policies, and statutory compliance
requirements increase the complexity of accounting processes and impose additional
compliance burdens on small enterprises.

Financial constraints often prevent MSMEs from investing in advanced accounting
software, enterprise resource planning (ERP) systems, and staff training. Weak internal
control mechanisms, inadequate documentation, delayed reconciliation of accounts, and
poor financial planning further reduce the reliability of financial information. These
challenges affect business transparency, restrict access to institutional finance, and hinder
informed managerial decision-making. Addressing these issues through financial literacy,
digital capacity building, professional support, and simplified regulatory procedures is
essential for improving accounting practices in the Indian MSME sector.

EMERGING TRENDS IN MSME ACCOUNTING

Rapid technological advancements are transforming accounting practices among
Indian MSMEs by enhancing efficiency, transparency, and regulatory compliance. The
following emerging trends are reshaping financial management within the sector.

®@ | [&

Cloud-Based Al and
Accounting Automation

These emerging trends are accelerating the digital transformation of accounting
practices and strengthening the financial resilience of MSMEs in India.
GOVERNMENT POLICY INITIATIVES

The Government of India has introduced several policy initiatives to strengthen
financial management, promote formalization, and improve accounting practices among
Micro, Small, and Medium Enterprises (MSMEs). Udyam Registration has simplified
enterprise registration and created a formal database that facilitates access to government
schemes, institutional credit, and financial support. The implementation of the Goods and
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Services Tax (GST) has encouraged MSMEs to maintain systematic accounting records,
digital invoices, and transparent financial reporting.

The Digital India initiative has promoted digital literacy, online financial services,
and the adoption of electronic payment systems, enabling enterprises to shift from manual
bookkeeping to digital accounting. The Trade Receivables Discounting System (TReDS)
improves liquidity by facilitating the digital financing of invoices, while the Credit
Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE) enhances access to
collateral-free institutional credit, encouraging better financial record-keeping.

The MSME Champions Scheme provides technology support, advisory services, grievance
redressal, and capacity-building programs that improve financial management capabilities.
Additionally, initiatives such as the Account Aggregator Framework, e-Invoicing, and
digital banking platforms promote secure financial data sharing and integrated accounting
systems. Collectively, these policy measures encourage transparency, strengthen regulatory
compliance, enhance financial inclusion, and support the modernization of accounting
practices, thereby improving the sustainability and competitiveness of the MSME sector in
India.

RECOMMENDATIONS

Government agencies, educational institutions, and professional bodies should
organize regular accounting literacy and financial management training programs to
enhance MSME owners' knowledge of bookkeeping, financial reporting, and statutory
compliance.

MSMEs should be encouraged to adopt affordable cloud-based accounting software
integrated with GST, payroll, inventory, and banking systems to improve financial accuracy,
operational efficiency, and decision-making capabilities.

Professional accounting services through Chartered Accountants, Cost Accountants, and
financial consultants should be made more accessible and affordable to assist MSMEs in
maintaining standardized accounting practices.

The Government should simplify accounting and taxation procedures by reducing
compliance complexity, providing user-friendly digital platforms, and offering multilingual
guidance to facilitate easier financial reporting for MSMEs.

Financial incentives, subsidies, and tax benefits should be provided for adopting digital
accounting technologies, accounting software, and employee training to accelerate
modernization and strengthen financial management among MSMEs.

CONCLUSION

Micro, Small, and Medium Enterprises (MSMESs) are indispensable to India's
economic development, contributing significantly to employment generation, industrial
production, exports, and inclusive growth. Effective accounting practices form the
foundation of sound financial management by enabling enterprises to maintain accurate
financial records, prepare reliable financial statements, comply with statutory regulations,
and make informed managerial decisions. The transition from traditional bookkeeping to
digital accounting systems, supported by GST implementation and technological
advancements, has significantly improved financial transparency and operational efficiency
across the MSME sector.

However, many MSMEs continue to encounter challenges such as inadequate
accounting knowledge, limited adoption of digital technologies, shortage of skilled
accounting professionals, financial constraints, and increasing regulatory compliance
requirements. Addressing these challenges requires coordinated efforts from policymakers,
professional accounting bodies, financial institutions, and educational organizations to
strengthen accounting awareness, promote digital transformation, and simplify compliance
procedures.
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This conceptual study highlights the importance of integrating modern accounting

practices with technological innovations and supportive government policies to enhance
financial sustainability and business competitiveness. Improved accounting systems not only
strengthen internal financial control but also facilitate access to institutional finance,
improve governance, and support strategic decision-making. Consequently, strengthening
accounting practices will play a crucial role in ensuring the long-term growth, resilience,
and global competitiveness of the MSME sector in India.
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