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Abstract

Orientation: This study explored the composite business success index (CBSI), a novel framework designed to enhance small and medium enterprise (SME) competitiveness in South Africa by integrating financial and cultural metrics.

Research purpose: The aim was to introduce CBSI as a tool for assessing small and medium enterprise performance, combining financial indicators like the cash conversion cycle (CCC) and Altman Z-score with cultural metrics such as the Configurational Accuracy Score for a more holistic evaluation.

Motivation for the study: Small and medium enterprises in South Africa face significant challenges, including financial instability and misalignment of organisational culture. Existing performance models often fail to address these non-financial factors, which CBSI integrates into one evaluative tool to improve both financial health and cultural alignment.

Research design, approach and method: A pragmatist research approach integrated quantitative and qualitative methodologies, including financial data from small and medium enterprise statements, semi-structured interviews with small and medium enterprise owners and experts and questionnaires to collect cultural data for insight into the role of culture in small and medium enterprise success.

Main findings: Composite Business Success Index proved effective in predicting small and medium enterprise performance. Higher CBSI scores (> 0.65) were associated with successful small and medium enterprises, while lower scores (< 0.50) indicated areas for improvement, highlighting the link between financial stability and organisational alignment.

Practical/managerial implications: The CBSI offers small and medium enterprise leaders actionable insights for enhancing financial performance and organisational culture, boosting competitiveness and long-term sustainability.

Contribution/value-add: By integrating both financial and cultural metrics into a single framework, the CBSI provides a novel tool for assessing and developing small and medium enterprise performance for the small and medium enterprise managers.
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Introduction

Small and medium enterprises play a critical role in South Africa’s economy, contributing to job creation, innovation and overall economic growth. Despite their importance, small and medium enterprises face numerous challenges that hinder their competitiveness in both domestic and global markets. According to the 2022/2023 report by the governmental organisation, Small Enterprise Development Agency (SEDA), small and medium enterprises encounter issues such as financial instability, poor cash flow management, high operational costs and difficulty in adapting to changing market demands (SEDA 2023). These challenges are compounded by cultural misalignments within organisations, which negatively impact decision-making processes, innovation and overall business performance. While traditional financial metrics, such as profitability and liquidity ratios, are commonly used to assess small and medium enterprise performance, they often fail to account for non-financial factors, such as organisational culture, which significantly influence business outcomes. The importance of cultural alignment is increasingly recognised, with studies like those of Harefa et al. (2024) highlighting its critical role in employee engagement, innovation and leadership effectiveness. However, existing performance evaluation models tend to overlook the connection between financial health and cultural cohesion, both of which are essential for long-term competitiveness.

This study addresses these gaps by introducing the Composite Business Success Index (CBSI), a novel framework that integrates both financial and cultural metrics. The CBSI provides a more holistic approach to small and medium enterprise performance, enabling business leaders to assess and improve financial stability while ensuring organisational alignment with strategic goals. It combines key financial indicators, such as the Cash Conversion Cycle (CCC) and Altman Z-score, with cultural metrics like the Configurational Accuracy Score (CAS) and Telles’ Workflow Accuracy to offer a comprehensive evaluation of small and medium enterprise competitiveness. Given the growing recognition of the importance of both financial and cultural dimensions in small and medium enterprise performance, as highlighted by Ahsan (2024:783), this study explores how the CBSI framework can be applied to South African small and medium enterprises.

Social value

Small and Medium Enterprises play a pivotal role in South Africa’s economy, contributing significantly to job creation, innovation and overall economic growth (Qomoyi et al. 2024). However, many small and medium enterprises face challenges such as financial instability and misaligned organisational cultures, which hinder their competitiveness in both local and global markets. Enhancing the financial health and cultural alignment of small and medium enterprises is critical not only for their survival but also for promoting economic stability and fostering job creation in South Africa. Research indicates that small and medium enterprises in emerging markets encounter structural challenges, including limited access to financial capital and inadequate business support systems, which undermine their sustainability (Huo 2023:115). Additionally, studies emphasise the importance of effective Enterprise Resource Planning (ERP) implementation in mitigating financial and operational inefficiencies, thus enhancing small and medium enterprise competitiveness (Rahmita et al. 2023:212). By addressing these challenges through the CBSI, this study proposes a structured approach for small and medium enterprises to enhance both their financial and operational alignment.

Scientific value

Traditionally, small and medium enterprise performance evaluations have predominantly focused on financial indicators, often neglecting the impact of organisational culture on business outcomes. This research addresses that gap by proposing an integrated framework that incorporates both financial and cultural metrics, offering a more comprehensive assessment of small and medium enterprises success. Scholarly discourse has increasingly emphasised the importance of aligning financial stability with operational efficiency for business sustainability (Bouncken et al. 2024:76). Additionally, recent studies further support the argument that cultural alignment enhances ERP adoption success, with organisational cohesion serving as a critical determinant of small and medium enterprise competitiveness (Vos & Boonstra 2022:3). By bridging the gap between financial performance and cultural alignment, this study contributes to the broader discourse on small and medium enterprise success metrics and strategic management.

Conceptual framework

The CBSI provides a structured, multidimensional framework for evaluating small and medium enterprise performance by integrating both financial and operational metrics. Unlike traditional performance assessment models that primarily focus on financial stability, the CBSI incorporates workflow efficiency and strategic alignment, offering a more comprehensive tool for assessing small and medium enterprise competitiveness.

In addition to financial indicators such as the CCC and Altman Z-score, which measure liquidity and bankruptcy risk, the CBSI also integrates Telles’ Mathematical Formula to assess workflow accuracy and operational alignment (Iliescu 2020:127). This approach ensures that both financial health and business process efficiency are evaluated simultaneously, reducing performance assessment gaps that exist in conventional models (Van Staden 2022:89).

Interdependence of components

The components of the CBSI are interrelated. For example, improving workflow accuracy (CAS and Telles metrics) can enhance the CCC, leading to better financial stability (Z-Score). Each metric provides valuable insights into different aspects of small and medium enterprise performance, and together, they form a comprehensive evaluation tool. Figure 1 illustrates how the CBSI integrates key financial and cultural metrics, highlighting their interdependence in assessing small and medium enterprise performance.
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Aim and objectives

The primary objective of this study is to develop the CBSI, a framework that integrates both financial and cultural metrics to assess small and medium enterprise performance in South Africa. This framework aims to align financial health, operational success and organisational culture, positioning culture as a critical driver of performance alongside traditional financial indicators. The CBSI provides a comprehensive tool for improving operational efficiency and competitiveness.

The specific objectives are:


	To design the CBSI framework as a holistic assessment tool integrating financial and operational metrics for small and medium enterprise evaluation.

	To evaluate the impact of the CBSI on small and medium enterprise performance, assessing its ability to predict financial stability, workflow efficiency and long-term competitiveness.

	To offer practical recommendations for small and medium enterprise leaders on leveraging the CBSI to improve cash flow management, optimise ERP adoption and enhance organisational cohesion.



Related work

The evaluation of small and medium enterprise performance has traditionally focused on financial indicators such as profitability, liquidity and efficiency metrics, which provide insight into the economic viability of an organisation. However, recent advancements in small and medium enterprise performance evaluation have recognised the importance of non-financial metrics, particularly organisational culture, as noted by Alves and Lourenço (2022:152). As small and medium enterprises navigate an increasingly competitive global landscape, understanding the influence of culture on performance has become pivotal to fostering long-term sustainability and growth (Jardioui, Garengo & El Alami 2020).

Small and medium enterprise performance evaluation: Financial and cultural metrics

Small and medium enterprise performance evaluation has traditionally focused on financial metrics like profitability, liquidity and solvency ratios, which provide critical insights into a business’s financial health (Altman et al. 2017). However, these metrics alone fail to capture non-financial factors, particularly organisational culture, which significantly influence business outcomes. Research highlights that while operational efficiency is vital, it does not provide a complete picture of success. For example, Caldeira and Ward (2003) linked financial health in small and medium enterprises to organisational dimensions such as internal processes, leadership and culture.

Recent literature emphasises the critical role of organisational culture in shaping small and medium enterprise success, influencing decision-making, employee engagement and the ability to innovate (Harefa et al. 2024; Roy et al. 2024:8). While financial metrics offer quantitative data, cultural metrics provide qualitative insights into alignment with organisational values, leadership and communication strategies. Small and medium enterprises with strong organisational cultures are better positioned to navigate challenges and engage their workforce (Vargo & Seville 2023).

However, it is important to recognise that culture is not the sole driver of small and medium enterprise performance. Factors like access to financial resources, market conditions and technological capabilities also contribute. Integrating cultural metrics with traditional financial indicators allows for a more holistic evaluation, as seen in the CBSI framework, which emphasises both financial stability and organisational effectiveness (Lin, Jung & Sharma 2024). This integrated approach reflects the complexity of small and medium enterprise operations, where both internal and external factors shape performance (Van Staden 2022:459).

Cultural artefacts and organisational success

Cultural artefacts, both tangible and intangible, reflect a company’s values and play a crucial role in shaping its identity and success (Cameron & Quinn 2011). These artefacts, ranging from company policies to behavioural norms, influence employee interactions and external stakeholder relationships. Hofstede (2011:9) demonstrated that organisational culture is a key determinant of business outcomes, including decision-making and customer satisfaction. For small and medium enterprises, aligning cultural artefacts with business goals is essential for fostering innovation and adaptability.

Effective management of these cultural dimensions supports open communication, innovation and swift decision-making, enhancing collaboration and employee retention (Bissessar 2018). While the integration of cultural metrics into business performance frameworks is still underexplored, evidence shows that strong cultural cohesion leads to better business outcomes (Horani et al. 2023). When cultural artefacts align with operational processes, they reduce friction, enhance decision-making and contribute to customer loyalty, which is particularly beneficial in small and medium enterprises where culture is closely tied to leadership and employee engagement (Syafira, Puspitasari & Witjaksono 2021).

The composite business success index: An integrated approach

The CBSI integrates both financial health and operational efficiency (Figure 1), much like financial inclusion strategies that depend on financial education and responsible practices (Samputra & Soesilo 2023). This framework combines financial indicators with cultural metrics (Meyer, Tsui & Hinings 1993; Rao & Li 2019) and Telles Workflow for probability accuracy (Telles 2019), providing a comprehensive assessment of business performance. This dual focus addresses the gap in traditional performance models, which often overlook the role of cultural alignment in business success.

The CBSI incorporates the CAS, which measures how well an small and medium enterprise’s operational workflows reflect its cultural values. The CCC and Altman Z-score provide reliable assessments of financial health, including liquidity, efficiency and stability. Cultural alignment is essential for long-term success, particularly for small and medium enterprises that rely on adaptability and innovation to thrive in dynamic markets (Bag et al. 2021; Pudjiarti & Hutomo 2020). By combining financial metrics with operational efficiency and leadership engagement, the CBSI offers a clearer view of an small and medium enterprise’s competitiveness, addressing both tangible and intangible drivers of success.

The role of cultural artefacts in enhancing small and medium enterprise competitiveness

Cultural artefacts reflect an organisation’s adaptability and openness to innovation, which are essential for small and medium enterprises in competitive markets (Uddin et al. 2023; Vargo & Seville 2011). By integrating these artefacts into the CBSI, small and medium enterprises can better understand the factors driving both financial performance and internal cohesion. This is especially important in the South African context, where studies have shown that organisational culture, including leadership styles and employee engagement, significantly impacts business performance and adaptability in the diverse socio-economic environment (Nungchim & Leihaothabam 2022:12; Sajuyigbe et al. 2024:106). Furthermore, embracing cultural diversity within organisations has been recognised as crucial for improving competitive advantage and operational efficiency (Egu & Chiloane-Tsoka 2023:45).

Methodology

This study adopts a pragmatist paradigm (Kaushik & Walsh 2019:16), emphasising practical application and actionable insights to address real-world challenges. Methodological pragmatism does not inherently prioritise mixed-methods research. Instead, the choice between qualitative, quantitative or mixed methods was made pragmatically, based on the research’s specific needs (Foster 2024). This approach aligns with the goal of developing the CBSI, which evaluates small and medium enterprise competitiveness by considering both dimensions (Стошић Панић & Janković Milić 2022:113). Financial performance metrics like the CCC and Altman Z-score provide insights into small and medium enterprise financial health, while cultural factors – such as leadership, organisational values and employee engagement – are critical for small and medium enterprises to adapt to market changes (Rahman et al. 2024:191). The study is rooted in pragmatism, which values the practical application of theories (Ormerod 2024:53). It also incorporates elements of ontology, epistemology and axiology to provide a comprehensive perspective on ERP adoption in small and medium enterprises:

Ontology: This study adopts a pragmatic ontology, viewing reality as shaped by interactions between individuals and their organisational environment, where small and medium enterprises face unique challenges that influence ERP implementation.

Epistemology: Knowledge is viewed as arising from practical experience and empirical evidence, with the study aiming to generate actionable insights into ERP adoption in South African small and medium enterprises.

Axiology: The study emphasises values and ethics in the research process, aiming to provide small and medium enterprise leaders with practical, value-driven recommendations for ERP adoption, while ensuring ethical considerations such as confidentiality and informed consent.

Study design

This study uses a mixed-methods design, combining both quantitative and qualitative approaches to assess small and medium enterprise performance in South Africa (Nowell et al. 2017:5). The quantitative component evaluates financial health through metrics like the CCC and Altman Z-score, providing insights into small and medium enterprise competitiveness. The qualitative component explores how cultural alignment, leadership and employee engagement shape small and medium enterprise operations, using thematic analysis to identify key cultural factors influencing business outcomes. This approach was chosen pragmatically to assess small and medium enterprise performance from both financial and cultural perspectives, offering actionable insights to support ERP adoption and enhance organisational culture.

Quantitative data collection

The quantitative component involved a survey, ‘Key Financial Features for small and medium enterprises’, conducted via SurveyMonkey. It assessed financial performance indicators (e.g. cash flow management, financial stability) and their relationship with ERP systems. Additional financial data from the small and medium enterprises provided numerical insights into financial health and its correlation with overall performance.

Qualitative data collection

Semi-structured interviews were conducted with industry experts across diverse sectors (Table 1), using Zoom for interviews and Otter for transcription. These interviews focused on leadership, employee engagement and organisational values to understand their impact on small and medium enterprise operations and ERP adoption. Thematic analysis identified key cultural themes affecting performance and competitiveness.
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Integration of quantitative and qualitative data

The study integrates both data types to provide a comprehensive view of small and medium enterprise performance. Financial data (CCC, Altman Z-score) offer insights into financial stability, while qualitative data reveal the impact of cultural factors (e.g. leadership, organisational values) on ERP adoption and operations. This integration is crucial for achieving the study’s objective of comprehensively evaluating small and medium enterprise performance. The CBSI framework operationalises financial and cultural metrics as performance drivers, linking them directly to small and medium enterprise success. This holistic approach ensures that both financial (tangible) and cultural (intangible) factors are considered in evaluating small and medium enterprise success.

Setting

The research was conducted in South Africa, focusing on small and medium enterprises across various industries, including manufacturing, mining, procurement, retail and services, amongst others. South Africa’s dynamic economic landscape, with its blend of large corporations and a growing small and medium enterprise sector, provides a relevant context for studying competitiveness (Saah, Mbohwa & Madonsela 2024:4). According to the SEDA, South Africa boasts over 2 million registered small and medium enterprises. However, less than 1% of these small and medium enterprises meet compliance standards, including value added tax (VAT) registration, Companies and Intellectual Property Commission (CIPC) registration and other regulatory requirements. As a result, the accessible population for this study is restricted to those small and medium enterprises that meet compliance standards. Furthermore, many small and medium enterprises in South Africa face significant challenges in terms of digital accessibility, which affects their capacity to participate in digital surveys, such as those conducted via SurveyMonkey. This factor played a role in the sampling strategy, limiting the sample size to 250 small and medium enterprises across five key industry groups: Manufacturing, Retail, Information Technology (IT), Construction, and Services.

The study evaluates the CBSI framework in the context of small and medium enterprises in South Africa, leveraging both qualitative data collected from industry experts through Zoom interviews (transcribed using Otter) and quantitative data gathered through the ‘Key Financial Features for small and medium enterprises’ survey on SurveyMonkey. This combination of data sources allows for a wide-ranging and contextualised understanding of how the CBSI framework can address the specific challenges faced by small and medium enterprises.

Study population and sampling strategy

A purposeful sampling method was used to select small and medium enterprises from various sectors in South Africa.

Population

The study targeted registered small and medium enterprises in South Africa that meet regulatory compliance standards, such as VAT registration and CIPC registration. According to the SEDA, South Africa has over 2 million registered small and medium enterprises. However, the study focused on the smaller population of small and medium enterprises (1%) that comply with these regulations.

Sampling size

A sample of 250 small and medium enterprises was selected, with 50 small and medium enterprises from each of the following sectors: Manufacturing, Retail, IT, Construction, and Healthcare. These sectors were chosen to represent a broad spectrum of small and medium enterprises that have adopted ERP systems.

Annual turnover

The sample exhibited a wide range of annual turnovers:

Maximum turnover: R25 000 000 (from the Manufacturing sector).

Minimum turnover: R600 000 (from the Retail sector).

This turnover range reflects the diversity of small and medium enterprises in terms of scale and financial capacity, which was used to assess the impact of ERP systems on financial and operational performance.

Sampling frame

A two-step sampling frame was used to ensure robust data collection:


	Test Frame: A pilot test of 50 small and medium enterprises was conducted to assess data-collection methods and refine the survey instrument.

	Complete Sample Frame: Following the pilot phase, 250 small and medium enterprises were selected, with 50 small and medium enterprises from each of the five sectors. This approach ensured the sample was representative of the broader small and medium enterprise population in South Africa.



Sampling method

Stratified random sampling was used to ensure proportional representation from each industry sector (Fleetwood 2024). This method allows for a comprehensive analysis of how ERP systems impact small and medium enterprise performance, particularly in financial metrics like the CCC and operational efficiency. The sample size of 250 is considered appropriate for mixed-methods research in the small and medium enterprise sector Creswell & Creswell (2017); Saunders et al. 2018), ensuring robust and generalisable findings.

Data collection

This study used two methods for data collection: a quantitative survey and qualitative interviews. The survey, titled ‘Key Financial Features for small and medium enterprises’, was administered via SurveyMonkey to 250 small and medium enterprises across South Africa, spanning different industries as mentioned before. The survey focused on ERP adoption’s impact on financial tracking, operational efficiency and the role of cultural factors. It was sent to senior management and owners involved in ERP usage.

For the qualitative component, interviews were conducted with eight industry experts from sectors such as procurement, IT, energy and legal services. These Zoom interviews were transcribed using Otter for accurate analysis. The focus was on gathering insights into the challenges small and medium enterprises face in ERP adoption, especially regarding culture and financial management practices.

SurveyMonkey adheres to ISO 27001 and HIPAA standards, ensuring secure handling of data. All survey data were stored securely on password-protected devices, with no personally identifiable information collected, maintaining participant anonymity.

Measures for confidentiality

The measures for confidentiality are as follows:


	Anonymity: Personal information was not collected, and responses were anonymised.

	Secure data storage: Data were stored on encrypted devices accessible only to the research team.

	Confidentiality agreements: Participants were assured their responses would be used for academic purposes only.



Security protocols

The security protocols are as follows:


	Physical security: SurveyMonkey’s data centres have 24/7 monitoring and restricted access with SOC 2 accredited security controls.

	Encryption: Data were encrypted with AES 256 at rest and RSA 2048 during transfer.

	Access control: Secure access through VPN and multi-factor authentication ensured data were accessible only to authorised personnel.



These protocols ensured the confidentiality of participant data and adherence to ethical research guidelines.

Data analysis

Data normalisation and preparation

To ensure comparability across small and medium enterprises of varying sizes and industries, data were normalised. Financial metrics, such as the CCC and profitability ratios, were adjusted relative to company size and operational scale. Similarly, cultural metrics like the CAS were standardised to account for differences in workflow practices, allowing for consistent comparison across sectors. This study applied normalisation to ensure meaningful comparisons between small and medium enterprises of varying sizes and industries, preventing bias in subsequent analyses (Boujlil & Alsunbul 2024:37).

What is being normalised and why?

The study primarily normalises financial metrics (e.g. CCC and profitability ratios) to adjust for differences in company size and operational scale. Similarly, cultural metrics like the CAS are standardised to account for sectoral variations. This ensures a fair comparison across small and medium enterprises, regardless of size, while maintaining the data’s comparability and integrity.

Example of normalisation

For the CCC, larger companies tend to have longer or shorter cycle times, while smaller companies may show disproportionately high or low figures. To normalise, the CCC is divided by the total revenue of the small and medium enterprise, reflecting operational efficiency relative to size (see Table 2):


	Small and medium enterprise 1 (Mining) has a negative CCC of –27 days, suggesting a negative CCC. When normalised, it gives –0.00175 days per unit of sales, which indicates that, in relation to its size, small and medium enterprise 1 is effectively using its capital and resources more efficiently in terms of cash flow management compared to other small and medium enterprises.

	Small and medium enterprise 2 (Retail) has a positive CCC of 14 days. When normalised, it gives 0.00117 days per unit of sales, suggesting that Small and medium enterprise 2, although having a positive CCC, is relatively less efficient in terms of cash conversion than Small and medium enterprise 1, especially considering the scale differences between the two.
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Why is normalisation important?

Normalisation ensures fair comparisons across small and medium enterprises in different contexts (Singh & Singh 2020:1). Without it, size differences would skew the analysis. Larger companies may appear less efficient because of longer cycles, while smaller ones might seem inefficient because of shorter cycles. By adjusting for size, we can assess each small and medium enterprise’s performance relative to its scale, enabling more accurate decision-making.

Quantitative data analysis

Descriptive statistics were used to summarise the financial data collected from small and medium enterprises. Although data from JSE-listed companies were initially analysed for comparison, the focus was on small and medium enterprises for brevity. Key financial health indicators, including the CCC, Altman Z-score and profitability ratios, were computed using data sourced from SEDA accountants. The Telles’ Mathematical Formula for workflow accuracy was applied to assess how well small and medium enterprises’ operational processes aligned with their strategic goals. This provided a numerical score for each small and medium enterprise’s workflow efficiency, integrated into the CBSI along with financial and cultural metrics. These metrics offered insights into liquidity, financial stability and operational efficiency across the small and medium enterprises.

Qualitative data analysis

Qualitative data were analysed using Atlas.ti, with manual coding. Thematic analysis identified key patterns in organisational culture and its impact on financial performance. This analysis focused on the alignment between cultural practices and operational processes. For instance, interviews with small and medium enterprise managers highlighted recurring issues of workflow inefficiency and misalignment between organisational values and ERP system functionalities. The analysis also identified key themes from industry expert and small and medium enterprise participant interviews, providing insights into factors influencing small and medium enterprise competitiveness, particularly in ERP adoption. Although other themes were mentioned, the following three emerged as the most significant, highlighting the current challenges and opportunities for small and medium enterprises.

Impact of cultural alignment on business success: A key theme identified from the interviews was the impact of cultural alignment on Small and medium enterprises success, particularly how a business’s internal culture aligns with its operational processes. Participants noted that small and medium enterprises with a cohesive culture that reflects operational goals achieve better success in meeting organisational objectives. One participant stated, ‘A strong organisational culture in sync with operational processes is the glue that holds everything together. When they align, performance improves, and employees feel more engaged and motivated’. This underscores the importance of aligning business strategy with core company values to drive internal cohesion and overall success.

Enterprise resource planning system integration challenges and benefits: The second major theme concerns the challenges and benefits small and medium enterprises face when integrating ERP systems. Experts highlighted that while ERP adoption can be difficult because of high costs, technical difficulties and employee training, the long-term benefits are significant. One interviewee remarked:


‘The early stages of ERP implementation are always a struggle – whether it’s the cost or the learning curve for staff. However, once it’s in place, the improvements in efficiency, reporting accuracy, and financial oversight are undeniable.’ (Industry specialist, O.P., interview 26 October 2024)



This demonstrates the dual nature of ERP adoption: high initial investment with substantial long-term benefits in financial management and workflow efficiency.

Financial transparency and the role of technology: Another prevalent theme was the need for financial transparency, enhanced by technology. Interviewees noted that small and medium enterprises using ERP systems for financial tracking helps gain a clearer understanding of their financial health, directly impacting decision-making. One expert shared, ‘The transparency that comes with ERP systems is invaluable. It’s not just about tracking numbers – it’s about having real-time access to financial data that can guide business decisions’. This underscores the value of digital financial solutions in ensuring financial stability and preventing inefficiencies in the modern business environment.

Validity and reliability

To ensure the robustness of the findings, both validity and reliability were carefully considered. Validity was addressed through data triangulation, incorporating both quantitative and qualitative data to ensure the constructs measured accurately reflected small and medium enterprise performance. The CBSI integrates financial, cultural and operational metrics into a comprehensive measure of business success. The formula for the CBSI is (Equation 1):
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Cash conversion cycle: The CCC measures the efficiency of a company’s working capital management by indicating how quickly a company can convert its investments in inventory and other resources into cash flows from sales. A shorter CCC indicates better liquidity and cash flow management, which is crucial for small and medium enterprises that need to optimise cash flow to sustain operations and growth (Equation 2).
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Where:


	DIO (Days Inventory Outstanding) represents the average time that inventory is held before it is sold.

	DSO (Days Sales Outstanding) measures the average time it takes for a company to collect payment after a sale.

	DPO (Days Payable Outstanding) refers to the average time a company takes to pay its suppliers.



In the context of the CBSI, the CCC is used as one of the weighted factors to measure the financial health of small and medium enterprises and their ability to remain competitive in the market.

Altman Z-score: The Altman Z-Score is a widely used financial metric for predicting the likelihood of financial distress or bankruptcy (Destriwanti et al. 2022). It evaluates a company’s financial health by analysing key ratios related to liquidity, profitability and leverage. A Z-score near 0 indicates a risk of bankruptcy, while a score above 3 suggests the company is in strong financial health (Equation 3).
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Where:
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For the sake of clarity and simplicity, the Altman Z-score formula in this study is represented using T1, T2, T3, and so forth, instead of the traditional X1, X2, X3 notation. This alternative representation ensures consistency with the other formulas in the CBSI and enhances readability throughout the paper.

Configurational accuracy score: The CAS is a key cultural metric designed to measure how well an small and medium enterprise’s ERP system configurations align with its operational workflows and strategic goals. It reflects the effectiveness of the configurations implemented in supporting the operational needs of the business, which is crucial for both workflow efficiency and cultural cohesion.

The CAS is calculated using the following formula (Equation 4):
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Where:


	Effective Configurations refer to the workflow setups within the ERP system that meet the operational requirements and goals of the small and medium enterprise.

	Total Possible Configurations represent all the potential workflow setups available within the ERP system.



For example, in small and medium enterprise 1, a CAS of 0.80 indicates that 80% of the system’s configurations are effectively aligned with the company’s workflow and operational needs. A higher CAS implies that the ERP system is well-configured to meet the business’s strategic objectives, while a lower CAS suggests misalignment and potential inefficiencies in workflow management.

Telles’ mathematical accuracy: The Telles’ Mathematical Accuracy metric is used to evaluate the precision and success rate of critical workflow stages within an small and medium enterprise’s ERP system. It provides a probabilistic measure of how accurately workflows align with the intended operational configurations, thereby ensuring that tasks and processes are completed as expected.

The Telles’ Mathematical Accuracy is calculated as (Equation 5):
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Where:


	Event accuracy refers to how precisely each task or process within the workflow matches the intended configuration.

	Possible configurations represent the total number of potential workflow setups.



The score reflects the overall likelihood of successful task completion, with higher values indicating greater precision and efficiency.

Financial data from small and medium enterprises

Table 3 presents the detailed financial data for the selected small and medium enterprises, including key metrics such as Working Capital, Total Assets, Retained Earnings, EBIT and Market Value of Equity.
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These financial figures are used to compute critical performance metrics, such as the Altman Z-score, discussed in the Altman Z-Score section, and contribute to the overall CBSI evaluation.

Ethical considerations

Ethical clearance for this study was obtained from both SEDA and the Cape Peninsula University of Technology (CPUT) Ethics Committee on 19 September 2024. The ethical clearance number is 189045493/2022/11. The study adhered to ethical research guidelines, ensuring that all participants provided informed consent prior to data collection. Confidentiality was strictly maintained throughout the process, with no personal identifying information collected or disclosed. Participation was entirely voluntary, and participants were given the option to withdraw from the study at any point without any consequences. The data will be retained for 5 years in accordance with institutional guidelines, after which it will be permanently deleted. The study posed no risk to participants, and care was taken to ensure that no harm, physical or psychological, was inflicted.

Results

The results offer insights into the performance of small and medium enterprises based on the CBSI model, demonstrating how these metrics interrelate and collectively contribute to the overall competitiveness of small and medium enterprises.

Overview of financial and operational metrics

The performance of small and medium enterprises was assessed using the CBSI, which incorporated four key metrics: (1) CCC; (2) Altman Z-score; (3) CAS; and (4) Telles’ Mathematical Accuracy.


	The CCC measured how efficiently small and medium enterprises converted inventory into cash. For example, small and medium enterprise 1, with a negative CCC of −27 days, demonstrated superior cash flow management, while small and medium enterprises in the retail sector averaged CCC values of 15–20 days, indicating slower cash conversion.

	The Altman Z-score evaluated the financial stability of small and medium enterprises. Small and medium enterprise 1 achieved a Z-score of 2.5, placing it in the ‘safe zone’ and signalling low bankruptcy risk, while small and medium enterprises with lower Z-scores showed higher financial vulnerability.

	We used the CAS to assess how well ERP systems aligned with operational workflows. Small and medium enterprise 1’s CAS of 0.80 indicated effective alignment with business processes, whereas small and medium enterprises with lower CAS scores revealed misalignments and inefficiencies.

	Telles’ Mathematical Accuracy measured the precision of workflow execution. Small and medium enterprise 1 recorded 72.68%, reflecting high accuracy in workflow execution, while small and medium enterprises with lower Telles’ Accuracy scores experienced greater workflow inconsistencies.



Collectively, these metrics provide a comprehensive evaluation of small and medium enterprises performance, with higher CBSI scores correlating with stronger financial health, operational efficiency and competitive advantage.

Composite business success index scores and interpretation

The CBSI model enables small and medium enterprises to interpret integrated financial and cultural performance factors, improving both strategic decision-making and sustainability (see Table 4).
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Cash Conversion Cycle: Small and medium enterprise 1 (Mining) and Small and medium enterprise 5 (Construction) reported negative CCC values, indicating high efficiency in cash flow management. On the other hand, small and medium enterprise in the Retail and IT sectors exhibited slower cash flow with positive CCC values.

Altman Z-Score: Small and medium enterprises with Z-scores above 2.0, like Small and medium enterprise 1 (2.5) and Small and medium enterprise 5 (2.0), are financially stable and less likely to face bankruptcy. Lower Z-scores, like those of Small and medium enterprise 4 (1.3), suggest higher financial risk. The Altman Z-score not only predicts financial stability but also reflects the broader strategic positioning of small and medium enterprises in competitive markets. For instance, Small and medium enterprise 1’s Z-score of 2.5 demonstrates a well-balanced financial structure, allowing it to invest in operational efficiency. Similarly, the CAS metric offers insights into operational alignment, with small and medium enterprises like Small and medium enterprise 1 and Small and medium enterprise 5 leveraging ERP systems to streamline workflows and reduce inefficiencies.

Configurational Accuracy Score: Small and medium enterprise 5 (Construction) scored the highest in CAS (0.85), showing strong ERP alignment with business processes. Small and medium enterprise 3 and Small and medium enterprise 4, both in Retail and IT sectors, had lower CAS scores, indicating potential operational inefficiencies.

Telles’ Accuracy: Small and medium enterprise 1 and Small and medium enterprise 5 showed high workflow accuracy with Telles’ scores around 72–75%, while small and medium enterprises in Retail and IT (Small and medium enterprise 3 and Small and medium enterprise 4) demonstrated lower workflow precision.

Composite Business Success Index: Based on the CBSI score, Small and medium enterprise 1 (Mining), small and medium enterprise 5 (Construction) and Small and medium enterprise 2 (Retail) are classified as successful. Small and medium enterprises with CBSI scores below 0.60, such as Small and medium enterprise 3 and Small and medium enterprise 4, are considered failing, highlighting their operational and financial struggles.

Table 4 encapsulates the qualitative findings related to the CAS and Telles’ Accuracy for each small and medium enterprise. It highlights key operational and cultural factors that influenced these scores, providing context to the numerical data previously discussed.

The qualitative data provided context to the quantitative scores (Table 5), particularly in relation to CAS and Telles’ Accuracy. Small and medium enterprises with higher CAS scores, such as Small and medium enterprise 1 and Small and medium enterprise 5, reported strong leadership involvement and alignment between their ERP systems and daily workflows. Employees in these companies expressed satisfaction with how the ERP system supported operational tasks, resulting in smoother processes and higher workflow precision.
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In contrast, small and medium enterprises with lower CAS scores, such as Small and medium enterprise 3 and Small and medium enterprise 4, faced challenges with poor leadership engagement and lack of interdepartmental communication. This led to under-utilisation of their ERP systems, contributing to misaligned processes and inefficiencies, as reflected in their lower Telles’ Accuracy scores.

Adaptation results for enterprise resource planning

The qualitative data from five surveys of 50 small and medium enterprises each revealed significant trends in ERP system adaptation and prioritisation. The results show how successful small and medium enterprises have achieved higher operational efficiency through better system alignment, while those that struggle continue to face challenges in integrating ERP functionalities into their workflows. Figure 2 illustrates the trends in ERP system adaptation, providing a clearer depiction of the operational alignment highlighted in the qualitative insights.
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Figure 2 also visually represents ERP system adaptation across the selected small and medium enterprises, reinforcing the trend observed in the qualitative data. Successful small and medium enterprises adapted their ERP systems effectively to meet operational needs, while struggling small and medium enterprises faced challenges with integration and system alignment.

Discussion

This section discusses the study’s key findings in relation to its primary objectives:

To introduce the CBSI framework as a strategic tool for evaluating small and medium enterprise performance: Addressed in ‘Overall business success’ section of this article, where the integration of both financial and cultural metrics is explored, providing a comprehensive evaluation of small and medium enterprise performance.

To demonstrate the effectiveness of the CBSI in predicting small and medium enterprise success: In ‘Key financial performance’ section of this article, the results highlight how the CBSI framework effectively measured small and medium enterprise success, predicting financial stability and operational alignment based on the collected data.

To provide practical recommendations for business leaders on using the CBSI to improve operational efficiency and organisational cohesion: ‘Operational and cultural alignment’ section of this article, offers actionable insights for small and medium enterprise leaders on how they can utilise the CBSI to improve both financial performance and cultural alignment within their organisations.

The CBSI results offer significant insights into the financial stability and operational efficiency of the selected small and medium enterprises. The metrics used – Cash Conversion Cycle, Altman Z-score, CAS and Telles’ Mathematical Accuracy – enable a comprehensive evaluation of small and medium enterprise performance, offering a clearer understanding of the factors that contribute to their success or failure.

Overall business success

Small and medium enterprises with higher CBSI scores, such as Small and medium enterprise 1 and Small and medium enterprise 5, demonstrated strong financial health, efficient operations, and well-aligned ERP systems, marking them as successful. Conversely, Small and medium enterprise 3 and Small and medium enterprise 4, with lower CBSI scores, struggled because of financial instability and operational inefficiencies, limiting their competitiveness.

The CBSI underscores the importance of both financial and operational performance. Financial stability alone is insufficient if operational processes are misaligned. This aligns with the study’s first objective of introducing the CBSI framework as a strategic tool for assessing small and medium enterprise performance, incorporating financial indicators like the CCC and Altman Z-score, along with operational and cultural metrics like CAS and Telles’ Accuracy.

Key financial performance

Financial stability is crucial for small and medium enterprise success. Small and medium enterprises with higher Altman Z-scores, such as Small and medium enterprise 1 (Mining) and small and medium enterprise 5 (Construction), demonstrated lower bankruptcy risks and greater resilience. In contrast, small and medium enterprises with lower Z-scores, like Small and medium enterprise 3 (Retail) and Small and medium enterprise 4 (IT), faced higher financial distress. The Z-score reinforces the importance of maintaining liquidity and managing debt effectively for long-term survival.

The CCC also provided insights into working capital efficiency. Small and medium enterprises with low or negative CCC values, such as Small and medium enterprise 1 and Small and medium enterprise 5, efficiently converted inventory into cash, enhancing liquidity and flexibility. On the other hand, small and medium enterprises with higher CCC values, like Small and medium enterprise 3 and Small and medium enterprise 4, faced liquidity challenges and inefficiencies in managing inventory and receivables.

These findings support the second objective of this study, demonstrating that CBSI scores effectively predict small and medium enterprise success. Small and medium enterprises with CBSI scores above 0.60 exhibited stronger financial resilience, operational efficiency and strategic alignment, while those with scores below 0.60 showed signs of financial distress and inefficiencies. The ability of CBSI to distinguish between strong and weak small and medium enterprises reinforces its value as a predictive tool.

Operational and cultural alignment

The CAS and Telles’ Mathematical Accuracy were used to assess the alignment of small and medium enterprises’ ERP systems. Higher CAS scores in Small and medium enterprise 1 and Small and medium enterprise 5 indicated well-configured ERP systems aligned with business processes, enhancing efficiency. Conversely, Small and medium enterprise 3 and Small and medium enterprise 4 exhibited lower CAS and Telles’ Accuracy scores, reflecting misaligned systems and workflow inconsistencies, which contributed to their weaker performance. The lower CAS and Telles’ Accuracy scores in failing small and medium enterprises suggest that misaligned systems can hinder performance, even when financial metrics like the CCC are stable.

Strengths and limitations

Strengths

The CBSI offers a holistic approach to evaluating small and medium enterprise success by integrating financial and operational metrics, providing a comprehensive view of business performance.

The study provides actionable insights, helping small and medium enterprises identify areas for improvement in both financial health and operational efficiency.

Limitations

The reliability of the findings depends on the accuracy of the financial data provided, as shown by anomalies in the Retail (failing) and IT sectors’ Altman Z-Scores. The operational and cultural metrics, such as workflow accuracy and CAS, were derived from available data, which may not fully capture the complexities of each small and medium enterprise’s internal environment.

Comparison with literature

The integration of financial and cultural metrics to assess small and medium enterprise performance notably contributes to existing literature, which has primarily focused on financial metrics. While previous research has shown the importance of financial stability in predicting business success (Okeke, Bakare & Achumie 2024:3), this study highlights the growing recognition of organisational culture as an essential factor for long-term sustainability (Abbasi et al. 2021). The study supports earlier findings by Leso, Cortimiglia & Ghezzi (2023:152), demonstrating that small and medium enterprises with strong organisational cultures and aligned leadership, processes, and employee engagement perform better operationally. Moreover, the study’s focus on the CCC aligns with prior research highlighting liquidity management as crucial for financial stability (Okeke et al. 2024:3).

This study’s inclusion of cultural alignment represents a shift from traditional models that rely solely on financial metrics. Similar to Bessette and Gregory (2020:2), this study illustrates that financial metrics alone may not fully capture small and medium enterprise performance, especially in dynamic markets like South Africa.

Implications and recommendations

The findings from this study provide several key insights for small and medium enterprises and policymakers. By leveraging the CBSI framework, small and medium enterprises can enhance operational efficiency and organisational cohesion. The results suggest that small and medium enterprises that integrate CBSI metrics into their financial and operational planning show improved workflow integration, better decision-making and stronger competitive positioning.

By using CBSI as a decision-support tool, business leaders can identify areas for strategic intervention, such as optimising cash flow cycles, improving ERP adoption and reinforcing leadership engagement. Policymakers can use CBSI insights to develop targeted small and medium enterprise support programmes, addressing sector-specific challenges and ensuring that small and medium enterprises receive resources to drive sustainability and growth.

Key strategic implications for small and medium enterprises

Financial stability and liquidity management

Small and medium enterprises should focus on minimising their CCC and improving their Altman Z-scores to reduce bankruptcy risk and enhance liquidity. Small and medium enterprises with higher CBSI scores manage their financial cycles effectively, leading to greater resilience and financial sustainability.

Aligning enterprise resource planning systems with operational efficiency

Small and medium enterprises with lower CAS and Telles’ Accuracy scores should prioritise optimising workflows and ERP functionalities to align with strategic goals. Effective ERP alignment improves operational performance, reduces inefficiencies and boosts competitiveness.

Leveraging composite business success index for continuous performance evaluation

The CBSI framework offers small and medium enterprises a comprehensive tool for assessing overall business performance and identifying areas for improvement. Regularly monitoring financial and operational metrics helps small and medium enterprises navigate market challenges, refine strategies and improve long-term viability.

Recommendations for future research

The following recommendations are proposed to improve CBSI’s effectiveness for small and medium enterprise performance evaluation:

Refinement and sectoral adaptability of composite business success index

Further refinement of the CBSI framework is necessary to enhance its applicability across diverse sectors and regions. Future studies should explore industry-specific adjustments to improve the accuracy and relevance of CBSI metrics in varying business environments.

Integration of additional qualitative measures

Future research should incorporate more qualitative dimensions to deepen the understanding of internal cultural and operational dynamics. Exploring leadership styles, organisational behaviour and small and medium enterprise adaptability could strengthen CBSI’s ability to capture non-financial performance drivers.

Addressing data normalisation challenges

A key challenge in applying CBSI universally is the variation in financial and operational metrics across sectors. Future research should focus on developing robust normalisation methods to ensure comparability across different business sizes, sectors and regions, improving CBSI’s role as a universal small and medium enterprise performance assessment tool.

Longitudinal analysis of composite business success index’s predictive validity

Longitudinal studies would provide deeper insights into the long-term effects of operational efficiency and cultural alignment on financial performance.

Leveraging artificial intelligence to enhance the composite business success index model

AI can optimise both financial and cultural metrics within the CBSI framework. Machine learning and predictive analytics can enhance financial management and operational efficiency, while AI-driven tools like sentiment analysis can improve cultural metrics and employee engagement. Real-time data analysis enabled by AI provides actionable insights, helping small and medium enterprises streamline operations and improve competitiveness (Gabriel & Felix 2024; Schönberger 2023). Future research should explore integrating AI with CBSI to enhance both financial and cultural metrics, significantly aiding small and medium enterprises in improving their competitiveness and sustainability in a rapidly evolving business environment.

Conclusion

This study introduced the CBSI, a novel framework for evaluating small and medium enterprise performance in South Africa by integrating both financial and cultural metrics. This approach provides a more comprehensive understanding of the factors driving small and medium enterprise competitiveness, addressing gaps in traditional evaluation models. Based on the findings, policymakers should consider the following steps:

Encourage enterprise resource planning adoption: Support small and medium enterprises in adopting ERP systems through subsidies or tax incentives to streamline operations, improve financial reporting and enhance market competitiveness.

Promote financial literacy: Introduce targeted financial literacy programmes to help small and medium enterprises understand key metrics like the CCC, improving financial decisions and stability.

Support organisational culture alignment: Implement policies to foster cohesive organisational cultures aligned with business objectives, with training focused on workflow integration to improve financial performance and efficiency.

Facilitate digital transformation: Provide programmes to assist small and medium enterprises in adopting new technologies, including financial and technical support to upgrade digital infrastructure.

By taking these steps, policymakers can create an environment that supports small and medium enterprise growth, contributing to economic growth and sustainability.
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TABLE 5: Qualitative insights on configurational accuracy score and Telles” Accuracy.

Variable Industry CAS Telles’ Accuracy (%) Qualitative insights

SME 1 Mining 0.80 72.68 Leadership involvement and strong alignment between ERP systems and business processes.
SME 2 Retail 075 68.40 Clear communication across departments, with ERP systems tailored to operational needs.
SME 3 Retail 0.60 55.00 Poor leadership engagement, resulting in misaligned ERP systems and inefficient workflows.
SME 4 m 0.60 58.30 Resistance to change, with minimal integration of ERP systems into daily operations.

SME 5 Construction 85 75.10

High ERP integration and workflow precision, supported by strong leadership and traininy

CAS, configurational accuracy score; SME, small and medium enterprise; IT, information technology; ERP, enterprise resource planning.
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TABLE 4: Composite business success index small and medium enterprises

results.
Variable Industry CCC Altman  CAS Telles’ Final Status

(Days) Z-Score (Score) Accuracy  CBSI

(%) Score

SME 1 Mining, <24/ 5] 0.80 72.68 0.76 Successful
SME 2 Retail 14 5.81 0.75 68.40 0.69 Successful
SME 3 Retail 14 18 0.60 55.00 0.50 Failing
SME 4 T 20 iz 0.60 58.30 0.45 Failing
SME 5 Construction -10 2.0 0.85 75.10 0.80 Successful

SME, small and medium enterprise; IT, information technology; CAS, configurational
accuracy score; CCC, cash conversion cycle; CBSI, composite business success index.
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inancial data from small and medium enterprises.

Working capital Total assets Retained earnings EBIT Market value of  Total liabilities Sales
equity

Mining RS 284 160 R10428 816 R7153122 RS 144 656 R13847 090 R8 562 434 R15 384 200
Retail R1255 650 RS 559 845 R426 536 R3 445 885 R8 868 032 R4 329412 R12004 128
Retail (R432 666) R7536 (R159 561) R440202 R381035 R800 000 R600 000

i (R9804) R4195 (R9804) R13 999 R1031061 R2 000 000 R1500 000
Mining R10 000 000 R20 000 000 R15000 000 R10 000 000 R30000 000 R15000 000 R25000 000
Retail R6 000 000 R12 000 000 R8 000 000 R7 000 000 R18 000000 R9 000 000 R15000 000
i R500 000 R1000 000 (R200 000) (R100 000) R1500 000 R800 000 R1200 000
Construction R300 000 R600 000 (R100 000) (RS0 000) R900 000 R500 000 R700 000

IT, information technology; EBIT, earnings before interest and taxes.
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TABLE 2: Normalisation way of work for Small and medium enterprise 1 and Small
and medium enterprise 2.

Variable Industry CCC (Days) sales  Normalised CCC (per unit of sales)
SME1 Mining 27 R15384200 -27/R15384 200 =-0.00175 days
SME2__Retail 14 R12004128 14/R12004 128 = 0.00117 days

SME, small and medium enterprise; CCC, cash conversion cycle.
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TABLE 1: Industry experts qualitative data collection.

ExpertID  Sector

Role

Procurement
Government SMEs

City compliance
Information technology

Legal services

Energy
IT Software for SMEs

Ll BN B Bl

Procurement specialist
Government official
Compliance specialist
International IT representative
Legal advisor

Energy industry specialist
Software provider

Audi

isual solutions expert

SMESs, small and medium enterprises; IT, information technology; ID, identifier.
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