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Abstract 

This study was conducted in two phases; first as a survey and second as a case study. The 
study used a cross-sectional survey design to explain the business characteristics influencing 
the selection of investment evaluation techniques among Tanzanian SMEs. Purposive 
sampling technique was used to collect data to a sample of 301 SMEs drawn from SIDO in 
Dar es Salaam and Dodoma regions. Data were collected though questionnaires and 
transformed into suitable format for analysis using statistical packages for the survey, while 
for the case study interviews were used. Statistical techniques used in this study were 
descriptive (frequency distributions) and inferential statistics (multivariate analysis) which 
were used to determine whether or not there is a relationship between business characteristics 
and selection of investment evaluation techniques.  Results of this study shows that, sales 
growth, industry of business, level of education and finance education of owners, were the 
business characteristics that influence the selection of investment evaluation techniques. 
Theoretical and practical contributions in the area of investment decisions for SMEs in 
Tanzania are made based on the findings of the study. On theoretical contributions, the study 
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provided a better understanding on small business characteristics and how they influenced the 
selection of investment evaluation techniques. On practical contributions, owners should 
maintain high sales growth; improve education background by attending short courses on 
financial management, because these two characteristics significantly affect the selection of 
investment evaluation techniques.  
Keywords: Business Characteristics, Investment Evaluation Techniques, SMEs, Selection, 
Tanzania 
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1. Introduction 

Investment decisions are among the most important decisions to be made by the business. 
There are several reasons which make investment decisions to be critical decisions as 
highlighted by Pandey (1976), Srivastava and Misra (2008). According to them, they 
influence the firm’s growth in the long run, they affect the risk of the firm, they involve 
commitment of large amount of funds, they are irreversible, or reversible at substantial loss, 
they are among the difficult decisions to make. Hence, businesses need to make sure that they 
are making the right decision on deciding about what investments to undertake. One of the 
tools which can assist owners or decision makers of SMEs to evaluate and select investment 
projects is the investment evaluation techniques. These techniques are grouped into two; 
discounted cash flow methods and non- discounted cash flow methods (Pandey, 1976). These 
techniques have advantages and disadvantages which SMEs are supposed to be aware of. 

Earlier studies on the investment decisions theory and practice have indicated the existence of 
a gap between the theory and practice (Mukherjee & Henderson, 1987; Mvula, 1988; Kaijage, 
1992; Graham & Harvey, 2001; John, 2007; Awomewe & Ogundele, 2008; Kipesha, 2009; 
Brijlal & Quesada, 2009; and Olawale et al, 2010). However, these studies have concentrated 
much on the wide use or non-use of the investment evaluation techniques. It should be 
understood that there are many factors which may influence the selection and adoption of a 
certain investment evaluation technique. By knowing these factors, it may assist SMEs to 
make better investment decisions on selecting the right investment evaluation techniques. 
This study therefore, investigates the influence of business characteristics on the selection of 
investment evaluation techniques for SMEs in Tanzania. 

2. Literature review 

2.1 Characteristics of the business  

Several researchers have highlighted different business characteristics and their influence on 
investment decisions practices for large as well as small businesses (Graham & Harvey, 2001; 
Anand (2002); Brounen et al.,2004; Fernando, 2005; Danielson & Scott, 2006; Leon et 
al.,2008; Truong et al., 2008; Brijlal & Quesada, 2009; Pal & Verma, 2011; Daunfeldt & 
Hartwig, 2012; Hartwig, 2012; Pratheepkanth et al.,2013; Ahmed, 2013; Yasmin, 2015; 
Swarnapali, 2015).  

Size of the business was found to be the most important characteristic which affects the 
selection or use of investment evaluation techniques. The size of the business in different 
studies has been expressed in terms of the number of employees, sales revenue, value of 
assets, and turnover of the business. Studies conducted by Graham and Harvey (2001), Anand 
(2002), Brounen et al. (2004), Danielson & Scott (2006), Brijlal and Quesada (2009), 
Daunfeldt and Hartwig (2012), Hartwig (2012), Pratheepkanth et al. (2013), and Ahmed 
(2013) observed that the size of the business influence the choice of investment evaluation 
techniques. However, there are few studies which contrary to the observation of the above 
studies observed that size does not affect the choice of investment evaluation techniques 
(Fernando, 2005; Truong et al., 2008; Leon et al., 2008; Swarnapali, 2015, and Yasmin, 
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2015). 

Sector of business is another factor that influences the selection of investment evaluation 
techniques. Danielson and Scott (2006) noted that gut feel was used extensively by 
businesses in the service sector. Hartwig (2012) observed that sector of business had an effect 
on the choice of investment evaluation techniques. Brijlal and Quesada (2008) found that 
payback period to be the most method used in manufacturing businesses while NPV to be 
used in service and retail businesses. According to Leon, et al (2008), businesses in different 
sectors may behave differently in terms of capital budgeting practices. It is further argued that 
this may be due to differences in technology, competition, human resource skills, amount of 
investment in fixed assets, business risk, and so forth. However, in their study it was found 
that there is no difference between industries and the use of investment evaluation technique. 

Another factor considered is the growth of the company. The Growth of the business can be 
explained in terms of sales growth, price - earnings ratio, or growth in revenues. Anand 
(2002), Danielson and Scott (2006), Daunfeldt and Hartwig (2012), and Ahmed (2013) 
concluded that the growth of the company has impact on the choice of investment evaluation 
techniques. Contrary to the above conclusion, Graham and Harvey (2001), Pal and Verma 
(2011), and Swarnapali (2015) noted that the growth of the business has no impact on the 
choice of the investment evaluation technique. 

Form of ownership was found to have impact on the selection of investment evaluation 
techniques (Hartiwig, 2012). Opposing to this conclusion, Brounen et al. (2004), Danielson 
and Scott (2006), Leon et al. (2008), Swarnapali (2015) found that there is no impact of form 
of ownership on the choice of investment evaluation techniques.  

Another factor considered is the age of the business. Studies conducted by Danielson and 
Scott (2006), and Leon et al. (2008) concluded that age of the business is related to the choice 
of investment evaluation techniques. Specifically, Leon et al (2008) assumed that the period 
of listing of the business in the stock exchange would be positively related to usage the of 
DCF techniques.  The assumption for testing the influence of the period of listing on the 
extent of use of DCF techniques was due to the fact that the listed businesses are subject to 
greater regulations and market monitoring. The businesses which have been listed over a long 
period of time would have been subject to greater scrutiny than those recently listed. On the 
other hand, Danielson and Scott (2006) observed that businesses less than six years use DCF 
methods. They  further argued that although younger firms are less likely to have complete 
management team in place, it is also possible that banks may encourage newer firms to 
demonstrate adequate planning (and project evaluation) procedures before qualifying for 
credit. 

Owner education level is another important factor that influences the selection of investment 
evaluation techniques. Graham and Harvey (2001) and Brounen et al. (2004) observed that 
CEOs with MBAs are more likely than non - MBA CEOs to use NPV. However, Daunfeldt 
and Hartwig (2012) found that educated CEOs used both IRR and discounted payback period 
more frequently. Surprisingly, Hartwig, (2012) noted that CEO education did not lead to a 
more frequent use of sophisticated methods. Furthermore, Leon et al. (2008) found that 
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university education respondents use DCF techniques as opposed to those without a 
university education. Ahmed (2013) revealed that CFOs with high level of education (PhD, 
MBA, Professional Certificate) tend to use more NPV and ARR. Interestingly, Danielson and 
Scott (2006) observed that owners with graduate school level education use payback period 
and combined methods. On the other hand, Brijlal and Quesada (2009) observed that decision 
–makers that did not receive formal education mainly used their intuition or gut feel as 
compared to those that received formal training that were inclined to use DCF methods. This 
observation concurred with the observation of Danielson and Scott (2006) that those owners 
without college degree resort to gut feel more frequently. It was also revealed that the use of 
DCF was more to owners that received formal finance and accounting training.  

Age of owners was also an important factor that was considered to affect the selection of 
investment evaluation techniques as highlighted in the previous studies conducted by Graham 
and Harvey (2001), Danielson and Scott (2006), Daunfeldt and Hartwig (2012), Hartwig 
(2012), Pratheepkanth et al. (2013), Ahmed (2013), and Yasmin (2015).  Graham and 
Harvey (2001) observed that mature CEOs use payback period significantly more often than 
younger CEOs. Daunfeldt and Hartwig (2012) found that older CEOs used ARR more often, 
while Yasmin (2015) found that companies with older CEOs have a tendency to rely more on 
non – DCF methods. 

2.2 Investment evaluation techniques 
There are various techniques which can be used to evaluate investments as indicated in the 
finance literature. The methods are grouped into two: discounted cash flow methods and non- 
discounted cash flow methods (Pandey, 1979). The discounted cash flow methods which have 
been discussed in the theoretical literature review, discount the net future cash flows using a 
discounted rate in order to get the present value of cash flows. These methods consider the 
time value of money. Under this category, four methods have been identified: the net present 
value (NPV), the internal rate of return (IRR), profitability index (PI), and the modified 
internal rate of return (MIRR). Under the second category of non-discounted cash flow 
methods, three methods have been identified; the payback period, discounted payback period, 
and accounting rate of return (ARR). These methods do not consider time value of money. 

There are studies on investment evaluation techniques which show that different businesses 
use different methods to evaluate investments. There are differences on the methods used 
from study to study and from one business to another. However, generally, it has been 
revealed in most cases the methods used are quite different from the requirements of the 
theory that business are to use DCF techniques when evaluating investments. Studies 
conducted by Graham and Harvey (2001), Danielson and Scott (2006), Brijlal and Quesada 
(2009) observed high usage of payback period among the small businesses; while the usage 
of ARR was documented in the studies by Vos and Vos (2000) and John (2007). There are 
other studies which found that businesses do not use the theoretically known methods but 
rather they use gut feel or intuition. Studies conducted by Vos and Vos (2000), Hammer 
(2003), Danielson and Scott (2006), and Kipesha (2009) provide evidence on the use of gut 
feel or intuition. Several reasons were pointed out as to why there is a continual use of 
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non-discounted cash flow methods in evaluating investments. The first reason is that liquidity 
concerns and cash flow challenges explain why small businesses do not use DCF methods 
(Danielson and Scott, 2006). Second, managers of small firms are not well trained (Runyon. 
1983). This argument suggested that managers would use the more sophisticated techniques if 
they understand them better. This argument concurred with the observation made by Uddin 
and Chowdhury (2009) that, NPV is the ultimately suggested method of investment that 
involves estimation of cash flows and discount rate. These two tasks need expertise and 
relevant knowledge, or may find it cost ineffective to hire such kind of expertise. In small 
business, owners or decision makers may lack this knowledge. Third, is the cost of analysing 
projects. According to Runyon (1983), the costs of analysing these projects are fixed, so it 
may not be economical to incur them when the project itself is relatively small. 

Another noteworthy observation from the above studies is the variation of the samples used 
for studies whereby and the methods for data collection. Other studies used very small 
samples whereas others used large samples. Other studies used questionnaires, or interviews, 
or both to collect data. These differences might results in the inconsistencies of the findings. 

The literature review has revealed the importance of investment decisions, and that 
investments are to be evaluated using laid down criteria. However, the selection of 
investment evaluation techniques can be influenced by the characteristics of the business such 
as; industry of business, sales growth, age of business, number of employees, age of owners, 
and level of education of owners. The purpose of this study therefore, is to test how business 
characteristics influence the selection of investment evaluation techniques. The hypothesis to 
test the relationship between the business characteristics and selection of investment 
evaluation techniques can be stated as follows:- 

H 2 : characteristics of businesses positively influence the selection of investment evaluation 

techniques used by SMEs. 

3. Methodology 

This study was conducted in Tanzania specifically in Dar es Salaam and Dodoma regions to 
analyse the factors which influence the selection of investment evaluation techniques among 
Tanzanian SMEs. The study was conducted in two stages; first, a written survey was carried 
out secondly, as a case study. 

3.1 Sample  and data collection 

In order to test the relationship between business characteristics and selection of investment 
evaluation techniques as indicated in the stated hypothesis, a questionnaire and personal 
interviews were employed to get the required data. A sample 301 SMEs from Dodoma and 
Dar es Salaam regions was obtained through a non-probability sampling method which is 
known as purposive sampling. A defined criterion was set to get the sample: first, the SME 
should employ 5 to 99 people or having capital investment from 5 to 800 million shillings. 
Second, the sector of business should be manufacturing, service or distribution. Third, the 
contact person should be limited to the owner, manager, or finance manager. 
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3.2 Data analysis 

Analysis of data was done in two phases namely; descriptive and inferential. In the 
descriptive analysis, tables and frequency distribution were used to describe the features of 
the research aggregate. The multinomial logit model was used to measure the association 
between business characteristics and selection of investment evaluation techniques. The 
model was appropriate because the responses were unordered such as a set of investment 
evaluation method has more than two outcomes (Hair, 2006). On the other hand, inferential 
analysis was done for making inferences and conclusions from the findings of the study. The 
categorized, tabulated data and evidence from the study were combined to address the 
research problem and then interpretation was done to analyse the data. 

3.3 Study variables and measurement 

In this study, the independent variable is business characteristics. The literature review 
indicated that, there are characteristics of the business which can influence the selection of 
investment evaluation techniques. The characteristics are: industry/ sector of business, sales 
growth, business age, employment, age of owners, and education background of owners. 
Table 1 shows how this variable was measured. Investment evaluation technique is 
considered to be the dependent variable. The investment evaluation techniques included; 
discounted cash flow methods (NPV, IRR, PI, and MIRR), Non- discounted cash flow 
methods (payback period, and accounting rate of return), and gut feel/ intuition. 

Table 1. Measurement of business characteristics  
Variable Dimension Indicators/Measurement Variable type 

 
Small 
business 
characteris
tics 

Type of industry Type of industry in three categories: manufacturing, 
distribution, or service. (Danielson and Scott, 2006; Brijlal 
and Quesada, 2008; Ross, 2015). 

Nominal  

Sales growth Whether the business has attained a sales growth of 20% or 
higher, 10-19%, or less than 10% (Danielson and Scott, 
2006; Ahmed, 2013). 

Ordinal  

Age of business Number of years in business according to categories; 1- 5 
years, 6-10 years, 11-20 years, more than 20 years 
( Danielson and Scott, 2006). 

Ordinal  

Number  
of employees 

Number of employees in categories: 5, 5-15, 16-30, 31-49 
employees (Vos and Vos, 2000; Danielson and Scott, 2006; 
Brijlal and Quesada, 2008). 

Ordinal  

Formal and finance 
education 

The highest level of education attained by the respondent in 
categories: less than a degree, degree, postgraduate studies, 
and professional studies. (Danielson and Scott, 2006; Brijlal 
and Quesada, 2008). 

Nominal  

Age of owner Age of owners in years according to categories < 35 years, 
35-44 years, 45-54 years, 55 years and above (Danielson and 
Scott, 2006). 

Ordinal  
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Source: Literature Review 

3.4 Case study 

In order to understand more on the business characteristics influencing the selection of 
investment evaluation techniques, case study strategy was used apart from the survey strategy. 
According to Yin (2003), the case study research can be exploratory, descriptive, or 
explanatory. This study adopted explanatory case study because it intended to examine 
closely in order to explain the business characteristics influencing the selection of investment 
evaluation techniques in the SMEs of Tanzania. The study was conducted in Dar es Salaam 
involving four purposively selects SMEs. 

4. Empirical results 

4.1 Description of the sample 

A sample of 301 SMEs was used for the survey and 4 SMEs for case study. In this study in 
terms of SMEs characteristics, it is indicated that most small businesses are in manufacturing 
activities (44.5%), and are sole proprietors (60.5%), and reports a higher sales growth (48.2%) 
in the past two years. the age of these businesses range from one to five years (45.8%), and 
number of employees from one to five employees (64.5%). At the same time, in terms of 
characteristics of owners, it is indicated that most SMEs are dominated by female (51.8%), 
and most respondents are owners of the business (75.1%). As far as formal and finance 
education is concerned, most SMEs owners do not have degrees (39.9%). These SMEs most 
of them are run by owners who are less than 54 years of age (84.6%). 

4.2 Investment evaluation techniques 

The investment evaluation techniques which were used to assess the financial viability of a 
major investment in the business for the purpose of this study are presented in Table 2.  

Table 2. Investment Evaluation Techniques 

Investment evaluation technique    Number of observations   Percent 
Payback period          86               28.6 
Accounting Rate of Return       83      27.6 
Gut feel or Intuition         96      31.8 
Combination           2      0.7 
No method           34      11.3 
Total             301      100 

Source: Field data 

Results in Table 2 above indicate that the first used method is gut feel 96 (31.8%), and second 
used method is the payback period 86 (28.6%). this is followed by Accounting Rate of Return 
83(27.6%), and 2 (0.7%) used combined methods. 34 (11.3%) did not indicate the methods 
used to evaluate investments.  
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4.3 Hypothesis testing 

Multinomial Logistic Regression was used to analyse the business characteristics, influencing 
the selection of an investment evaluation technique made by SMEs. The model contained 
seven independent variables (age of owners, highest level of education, finance education, 
sales growth, industry of business, number of employees in the business and age of the 
business). The following was the hypotheses to be tested using the multinomial logistic 
regression:- 

H 4 : Characteristics of businesses positively affect the choice of investment evaluation 

techniques used by SMEs. 

The following multinomial logit model is estimated using maximum likelihood function: 
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Where; 

J= alternatives to choose (i.e. evaluation methods) 

p ij = probability that a business i chooses evaluation method j 

X i = the characteristics of the business e.g. age of business 

β = parameter vectors 

This model can be estimated by the likelihood function 

Log L= ij
j

ijpy
i

 

Where ijy  is equal to 1 if a business chooses alternative j and ijy  equal to 0 otherwise. 

4.3 Results from the Mutlinomial logistic regression 

The full model containing all predictors was statistically significant 2χ (38) = 82.03, p < 

0.0001, indicating that the model was able to explain how respondents chose the investment 
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evaluation techniques. The model as a whole explained the pseudo - R 2  metric 14.02%. This 
metric shows variance in the choice of investment evaluation techniques. From the findings 
of this study, it is shown that the intercept of the model had -2Log likelihood of 292.63 and a 
model with all variables has a -2Log likelihood of 251.61. This shows an improvement of the 
model from the intercept model. 

The multicollinearity in the multinomial logistic regression is detected by examining the 
standard errors of the b coefficients. A standard error larger than 2.0 indicates numerical 
problems such as multicollinearity among the independent variables, zero cells, and the like. 
In this analysis, two variables (Dedulev3, and Dfined3) had numerical problems having a 
standard error larger than 2.0, hence, they are not interpreted. 

The relationship of individual independent variables and the dependent variable is shown in 
Table 3. In this analysis the reference category is gut feel. 

Table 3. Results from multinomial logistic regression 

Iteration 0:   log likelihood = -292.63094 
Multinomial logistic regression                             Number of obs   =   267 
                                        LR chi2(38)     =    82.03 
                                        Prob > chi2     =   0.0000 
Log likelihood = -251.61763                                   Pseudo R2      =   0.1402 

   
invtechs |       Coef.     Std. Err.  z     P>|z|  [95% Conf. Interval]  payback pe~d | 

Dedulev1 |   -1.717792 .9173458  -1.87  0.061 -3.515756  .0801733 
Dedulev2 |   -1.041084  1.280602  -0.81  0.416 -3.551017  1.46885 
Dedulev3 |   -1.608555  2.190318  -0.73  0.463 -5.9015  2.68439 

Dfined1 |    2.774324  .9330928  2.97  0.003 .9454953  4.603152 
Dfined2 |    2.729687  1.272682  2.14  0.032 .2352758  5.224098 
Dfined3 |    2.605402  2.196106  1.19  0.235 -1.698887  6.909691 
Dindust1 |   -.5835741  .6438574  -0.91  0.365 -1.845511  .6783632 
Dindust2 |   -.2100154  .6447453  -0.33  0.745 -1.473693  1.053662 
Dsgrowt1 |   -1.491202  .5050859  -2.95  0.003 -2.481152  -.5012517 
Dsgrowt2 |   -.7721087  .481685  -1.60  0.109 -1.716194  .1719766 
Destab1 |     .193735  .387489  0.50  0.617 -.5657294  .9531995 
Destab2 |    .0130717  .5796081  0.02  0.982 -1.122939  1.149083 
Destab3 |    1.065321  .9725688  1.10  0.273 -.840879  2.971521 
Demploy1 |   -.1350798  .4116735  -0.33  0.743 -.9419452  .6717855 
Demploy2 |    .1839098  .7555891  0.24  0.808 -1.297018  1.664837 
Demploy3 |   -34.61454  1.10e+08  -0.00  1.000 -2.15e+08  2.15e+08 
Dagegp1 |     .0078992  .4285584  0.02  0.985 -.8320598  .8478582 
Dagegp2 |     .280593  .4309313  0.65  0.515 -.5640169  1.125203 
Dagegp3 |    -.7678727  .8540163  -0.90  0.369 -2.441714  .9059685 
_cons |   .  2373821  .7732889  0.31  0.759 -1.278236  1.753001 
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accounting~n | 
Dedulev1 | -.2711692  .7973588  -0.34  0.734 -1.833964  1.291625 
Dedulev2 | 1.962233  1.405537  1.40  0.163 -.7925685  4.717034 
Dedulev3 | .4027177  2.24162  0.18  0.857 -3.990776  4.796212 
Dfined1 |   .95493  .8017059  1.19  0.234 -.6163847  2.526245 
Dfined2 |   -.6001622 1.393407  -0.43  0.667 -3.33119  2.130866 
Dfined3 |  -.8032025  2.244021  -0.36  0.720 -5.201403  3.594998 
Dindust1 |  -1.440053  .5608149  -2.57  0.010 -2.53923  -.3408763 
Dindust2 |  -1.483866  .5686393  -2.61  0.009 -2.598378  -.3693532 
Dsgrowt1 | -.0773768  .5602626  -0.14  0.890 -1.175471  1.020718 
Dsgrowt2 | .24243  .5616951  0.43  0.666 -.8584722  1.343332 
Destab1 |  -.3730124  .3918924  -0.95  0.341 -1.141107  .3950826 
Destab2 |  -.1941774  .5702579  -0.34  0.733 -1.311862  .9235075 
Destab3 |  -36.10004  2.57e+07  -0.00  1.000 -5.05e+07  5.05e+07 
Demploy1 | .2213486  .4102861  0.54  0.590 -.5827974  1.025495 
Demploy2 | .5147659  .7893619  0.65  0.514 -1.032355  2.061887 
Demploy3 | -36.47921  1.12e+08  -0.00  1.000 -2.19e+08  2.19e+08 
Dagegp1 |  -.4222489  .4344639  -0.97  0.331 -1.273783  .4292847 
Dagegp2 |  .1038952  .4257959  0.24  0.807 -.7306494  .9384397 
Dagegp3 |  .5477144  .7240868  0.76  0.449 -.8714696  1.966898 
_cons |  .760353  .7311488  1.04  0.298 -.6726724  2.193378 

 (invtechs==gutfeel or intuition is the base outcome) 

Under Payback period relative to gut feel Table 3 shows that, only three of the independent 
variables made a unique contribution to the model (level of education, level of finance 
education, and sales growth). The strongest predictor for making choice of payback period as 
the investment evaluation techniques is the level of finance education (less than degree) with 
coefficient of 2.774324. This indicates that businesses owners whose level of education is 
less than degree were two times more likely to select payback period than businesses owners, 
whose level of finance education is professional studies, controlling for other factors in the 
model. 

The least of the predictors was the sales growth (10% to 19%) with coefficient of -1.491202. 
This indicates that respondents whose sales growth is 10% to 19% were over 1 times less 
likely to select payback period than businesses whose sales growth is less than 10% 
controlling for other factors in the model. The interpretation of the variables which made 
unique contribution to the model is presented below. 

The first variable which made unique contribution is the level of education. The results show 
that level of education (less than degree) is significant at 10% with coefficient of -1.717792. 
This means that businesses owners with less than degrees decrease the likelihood of choosing 
payback period method compared to owners with professional qualifications controlling for 
other factors in the model. This means they will select gut feel when evaluating investments. 

The second variable is the Level of finance education. The results show that level of finance 
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education (less than degree) is significant at 1% with coefficient of 2.774.324. This means 
that businesses owners with finance education (less than degrees) increase the likelihood of 
choosing payback period method compared to owners with professional qualifications 
controlling for other factors in the model. At the same time, results show that level of 
education (degree) is significant at 5% with coefficient 2.729687. This means that businesses 
owners with finance education (degrees) increase the likelihood of choosing payback period 
method compared to owners with professional qualifications controlling for other factors in 
the model.  

 Sales growth is the third variable which made unique contribution to the model. The results 
indicated that sales growth from 10% to 19% is significant at 1% with coefficient of 
-1.717792. This means that businesses with sales growth from 10% to 19% decrease the 
likelihood of choosing payback period compared to businesses with sales growth less than 10% 
controlling for other factors in the model. 

On the aspect of Accounting Rate of Return relative to gut feel as shown in Table 3, only one 
of the independent variables made a unique contribution to the model (industry of 
business).The strongest predictor for making the choice of investment evaluation techniques 
is manufacturing with the coefficient of -1.483866. This indicates that businesses which are 
in the manufacturing industry were over 1 time less likely to select the ARR than those in 
other types of industry, controlling for all other factors in the model. The coefficient of for 
the industry of business (service) was -1.440053 indicating that businesses which are in the 
service industry are less likely to select the ARR method than those with other types of 
industry, controlling for other factors in the model. In other words businesses will choose the 
gut feel as the method for evaluating investments. 

5. Discussion of the findings 

The business characteristics influencing the selection of investment evaluation techniques 
were grouped into two: characteristics of the business which includes industry of the business, 
sales growth, establishment of business, and number of employees, and characteristics of 
business owners which include level of education, level of finance education, and age of 
owners. 

5.1. Characteristics of the business 

Variables which were included in the characteristics of the business were industry of business, 
sales growth, establishment of business, and number of employees. The findings show that 
the main activity of SMEs is in manufacturing, and that majority of SMEs reports higher 
sales growth. However, these SMEs are young in terms of age and small in terms of number 
of employees. On testing the simultaneous impact of the SMEs characteristics (sales growth, 
industry of business, number of employees, and establishment of business) on investment 
evaluation techniques; sales growth and industry of business were found to be significant 
factors influencing the selection of investment evaluation techniques. Considering sales 
growth, these results are consistent with the results reported by Anand (2002), Danielson and 
Scott (2006), Daunfeldt and Hartwig (2012), and Ahmed (2013).In these studies it was 
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concluded that the growth of the business has impact on the choice of investment evaluation 
technique. The findings further shows that in relation to payback period method, the 
likelihood of choosing ARR and gut feel methods increases with sales growth of business. 
While estimating the multinomial logistic equation, we expected that businesses with greater 
sales growth when it is getting old, and the number of workers increase, it will have to 
expand or replace equipments. Hence, it may need to use the recommended methods and 
ARR. This is because on expansion or replacing of long term assets, the business may need to 
raise a new capital, either by obtaining a bank loan or by attracting new investors. In either 
case, the business’ historical and projected financial statements will be used to communicate 
information about the firm investors (Danielson and Scott, 2006). In this study, descriptive 
statistics shows that most SMEs have a sales growth of 20% or greater and are 48.2% of the 
sample, followed by sales growth of 10% to 19% which are 35.5% of the sample. Hence, 
these results are consistent with what we expected on the use of ARR, but contrary to our 
expectations on the use of recommended methods such as DCF. On industry of business, 
results are consistent with that of Danielson and Scott (2006), Brijlal and Quesada (2008), 
and Hartwig and Daunfeldt (2012) who observed that there is a relationship between industry 
of business and the use of investment evaluation techniques. The findings further show in 
relation to gut feel, the likelihood of choosing ARR decreases with industry of business 
(service and manufacturing). This means that SMEs will select gut feel. While estimating the 
multinomial logistic equation, we expected that businesses in the manufacturing industry to 
use the recommended methods that is discounted cash flow methods while businesses in the 
service and distribution industry to use less sophisticated methods such as payback period. 
Hence, these results are contrary to our expectations. 

5.2 Characteristics business owners 

Variables which were included in the characteristics of the business were; position in the 
business, level of education, level of finance education, and age. The findings show that most 
respondent were owners of the business. As far as formal and finance education are 
concerned, most SMEs owners do not have degrees. These SMEs most of them are run by 
owners who are less than 54 years of age. On testing the simultaneous impact of owners 
characteristics on investment evaluation techniques; level of education, and finance education, 
of owners were found to be significant factors influencing the selection of investment 
evaluation techniques. These findings are consistent with the findings in the studies 
conducted by Graham and Harvey (2001), Danielson and Scott (2006), Leon et al. (2008), 
Brijlal and Quesada (2009),  Daunfeldt and Hartwig (2012), and Ahmed (2013), and who 
found that level of education influence the choice of investment evaluation techniques. The 
findings further show that in relation to gut feel, the likelihood of choosing payback period 
methods decreases with level of education. However, the likelihood of choosing payback 
period method increases with the level of finance education. While estimating the 
multinomial logistic regression equation, we expected more educated people to use the 
recommended investment evaluation methods such as discounted cash flow methods; which 
they might be more familiar because that is what they have been taught. However, for owners 
whose level of education is less than a degree we expected them to use less sophisticated 
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methods such as payback period, ARR, or gut feel. The descriptive statistics regarding 
education and age of owners, it was revealed that 39.9% of owners their level of education is 
less than a degree, hence it is not surprising to note that SMEs use non- recommended 
methods such as ARR although this is contrary to what we expected. Hence, our findings are 
contrary to what we expected on the use of investment evaluation techniques. 

5.3 Discussion of the findings from the case study 

On characteristics of owners, the most important thing to note is the level of education and 
finance education. Findings shows that four SMEs have reached form four. All of them do not 
have finance education. With such kind of level of education and with the absence of the 
finance education, it could mean that these owners may have difficulty in understanding and 
applying different types of investment evaluation techniques. Uddin and Chowdhury (2009) 
argued that the decision makers in small businesses may lack knowledge and expertise to use 
DCF techniques and hence use less sophisticated methods such as payback period. Brijlal and 
Quesada (2008) observed that the use of DCF was more used by those owners that received 
formal finance and accounting training. 

With regard to the characteristics of the business, it was found that the type of industry for 
these SMEs is manufacturing. In addition to that three of them are in the distribution industry. 
The sales growth of the SMEs range from 10% to 20%. The most important thing to note here 
is that manufacturing businesses are supposed to be large enough and hence use the 
recommended methods such as the discounted cash flow methods to evaluate investments. 
This is because of the large amount of capital involved. Another noteworthy observation is 
that sales growth of SMEs. Sales growth of the business will enable the SMEs to expand the 
business or replace long term assets (Danielson and Scott, 2006). Hence, SMEs are supposed 
to maintain high sales growth. 

6. Summary and conclusions 

Business characteristics were considered to be among the factors that influence the selection 
of investment evaluation techniques: hence one hypothesis was formulated. The hypothesized 
relationship was tested and was supported.  As a result of testing the hypothesis, sales 
growth, industry of business, the level of education, and finance education were found to be 
significant factors to the selection of investment evaluation techniques. However, the 
numbers of employees, establishment of business, and the age of owners, were found not to 
be significant factors to the selection of investment evaluation techniques. Hence, from this 
study, it can be concluded that the characteristics of business are factors influencing the 
selection of investment evaluation techniques. 

7. Implications from the study 

The study also has theoretical and practical implications in terms of business characteristics. 
There are several factors which can affect how SMEs select the investment evaluation 
techniques for making investment decisions. In this study the factors which were considered 
were related to SMEs characteristics, and owners’ characteristics. This study contributes to 
the existing knowledge by identifying the factors affecting the choice of investment 
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evaluation techniques. With respect to SMEs characteristics, the study has shown how 
different characteristics significantly influenced the choice of investment evaluation 
techniques. Specifically, sales growth, and industry of business were identified as the 
business characteristics which affected the selection. The study has identified the owners’ 
characteristics which influenced the selection. These characteristics are level of education and 
finance education. The findings of this study indicated that the choice of investment 
evaluation techniques which are used in investment decisions depends on several factors. If 
that is the case, then SMEs when making investment decisions are supposed to be aware of 
them. First, sales growth of the business should highly be considered. This is because high 
sales growth may assist the business to expand or modernize its long term assets. Therefore, 
businesses should maintain high sales growth. Second, the level of education of owners plays 
an important role in investment decisions. Therefore, SMEs owners with level of education 
below degree should strive to attend short courses related to financial management so that 
they may be trained on how to make investment decisions for success of their SMEs.  
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