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Abstract. Small and Medium Enterprises (SMEs) are the simplest form of
business that is easiest for people to do, and of course are the main drivers of
national economic growth. The existence of SMEs supported by financial
literacy, information technology, and accounting reporting can be a key factor in
improving SMEs business performance. This study examines the effect of
financial literacy and information technology on SMEs performance, with
accounting reporting as a mediator. This study focuses on SMEs in West Java,
using a sample of 100 respondents. Data were collected through surveys and
questionnaires, and analysis was conducted using structural equation modeling
(SEM) with SmartPLS software. The research findings reveal that financial
literacy does not directly affect SME performance but positively affects
accounting reporting. Conversely, accounting reporting and information
technology have a direct positive impact on performance. These results indicate
that increasing financial literacy in SMEs, and the use of information technology
by SMEs, can improve SME performance. The existence of accounting reporting
also functions as an important intermediary in improving SMEs performance.
This study highlights the importance of integrating these factors to support the
growth and sustainability of SMEs in West Java. Although it has a major positive
impact on accounting reporting, financial literacy has little direct effect on SME
success. Information technology has no direct effect on SMEs' performance or
accounting reporting, and accounting reporting has no discernible effect on
SMEs' performance. Information technology and financial literacy did not
significantly affect SMEs' performance, according to the accounting reporting
mediation.
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1 Introduction

The creative economy in the form of Small and Medium Enterprises (SMEs) is a pillar
of the strength of the Indonesian economy. The creative economy has flexibility and
the ability to adaptto developing economic conditions. Increasing the market share of
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SMEs can improve people's welfare, increase state tax revenues, and make an extraor-
dinary contribution to balancing market mechanisms. All SMEs strive to achieve the
best role compared to otherorganizations, especially competingorganizations [1]. The
main seriousness that can be taken is to further develop the performance of SMEs by
recognizing and exploiting opportunities if SMEs want to perform better. SMEs' ag-
gressive approach to maximizingprofits shows improved performance [2].

The performance of SMEs is very important in showing their capacity to manage
their capital[3]. SMEs are a consequence of all business training or training, which is
a benchmark forbusiness achievements. Information about the presentation of an SMEs
can be seen through financial reports [4]. Many people who use financial reports, in-
cluding SMEs, rely on this information to make decisions and set policies. Therefore,
it is important to maintain consistent performance of SMEs from yearto year. The per-
formance of SMEs itself hasan impacton the running activities of financialliteracy in
SMEs. Financial literacy is the possession of skills, knowledge, and behaviors thatal-
low anindividual to make informed decisions regarding money. Financial literacy, fi-
nancial education, and financial knowledge are used interchangeably. Financially un-
sophisticated individuals cannot plan financially because of their poor financial
knowledge. Financially sophisticated individuals are good at financialcalculations; for
example, they understand compound interest, which helps them engage in low-credit
borrowing. Most of the time, unsophisticated individuals pay high costs for their debt
borrowing [5]. However, financialliteracy among SMEs remains a persistent challenge,
as many business owners lack the necessary understanding of cash flow management,
credit utilization, and risk assessment. Limited access to financial education, combined
with complex financial products, further exacerbates the issue. Many SME owners
make financial decisions based on intuition rather than structured financial planning,
often leading to liquidity problems and inefficient capitalallocation. The lack of finan-
cial literacy not only affects individual businesses but also limits overall economic
growth, as financially struggling SMEs are less likely to innovate and expand.

The great interest in Information Technology (IT) encourages organizations, includ-
ing SMEs, to consider how IT is utilized and whether this innovation significantly im-
pacts SMEs performance [6]. A superior SMEs should have a quality information sys-
tem. A quality information system is a system that meets the expected characteristics
of an information system. Characteristics such as ease of use, speed, reliability, flexi-
bility, and data security that protect users will satisfy system users [7]. In the current
era of globalization, information system hasbecome a very important toolfor increas-
ing business productivity. The use of information technology in SMEs can produce
added value by facilitating the exchange of financialinformation and supporting plan-
ning, control, and decision-making. This can ultimately improve the overall perfor-
mance of SMEs. Accounting reporting is the result of the application of information
technology in the form of a system. Organizationalmanagers indeed carry out account-
ing reporting, and all situations within the organization will indirectly affectthe organ-
ization [8]. Accounting reporting will work well if it relies on a quality financialliteracy
so that choices can be made to preventand avoid conditions for the progress of SMEs.
Therefore, accounting reporting is expected to help implement and improve the
bookkeepingdata framework to produce a quality bookkeeping data framework.
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In research on financial literacy and IT quality on SMEs performance, several ex-
aminations had similarresults, and several investigations also had different results. For
example, from similar reports, there were several unique results, such asin exploration
[9], which revealed that bookkeeping data and IT have an impact on SMEs perfor-
mance, research states that bookkeeping data and innovation data do not affect SMEs
performance [10]. Based on previous research, stated that financial literacy, infor-
mation technology,and SMEs performance are interrelated and influence each other by
processing data using the SPSS application [11]. In contrast, in this research the data
processing uses the SEM-PLS application. Another difference is the existence of the
accountingreporting variable asan intermediary variable. Accounting reporting is car-
ried outasthe impactofthe board leadership, executive substance, and other workforce
on the cycle that occurs as a guarantor of the achievement of organizational goals re-
lated to tasks, disclosure, and consistency [12]. The purpose of this study is to examine
the performance of MSMEs from various perspectives using quantitative descriptive
methods with a structuralequation modeling (SEM) approach with SmartPLS software.

2 Literature Review

Bookkeepingdata is a coordinated bookkeeping framework. This is because data from
various parts of the bookkeeping system are interconnected and work together to pro-
cess financial information into bookkeeping data that is useful for information users
[13]. Therefore, Financial Literacy need to be of high quality so thatthey can provide
more significant benefits to improve SMEs performance while being easy for users to
use[14]. Assuming thatthe data submitted fromthe bookkeepingsoftware used is more
precise, comfortable,and of excellent quality, this will also build trust in system users
[15]. This can be seen from the research that bookkeeping data influences organiza-
tional data performance, in this case, SMEs, where the quality of the framework that
meets the details will really wantto meet clients and advance performance so that client
behavior will uphold data utilization, and innovation [16-17]. That the nature of the
bookkeeping data framework has an impacton SMEs performance [18]. Accounting
reporting is crucial in bookkeeping. As an information, accounting often encounters
intentional and unintentional issues [19]. Accounting reporting helps implement and
improve the bookkeepingdata framework to produce high-quality bookkeepingdata. It
includes plans to prevent misappropriation and safeguard organizational assets, both
tangible and intangible. Accounting Reporting will work well with the assumption that
it relies on a quality data framework so that choices can be made to prevent and avoid
conditions for the progress of SMEs [8]. Which shows that there is a relationship be-
tween the nature of the bookkeeping data framework and organizational performance
through Accounting Reporting as an intervening variable [20]. Which states that ac-
counting reporting can intervene in the impact of the nature of the bookkeeping data
framework on SMEs performance [21].

Information technology is a powerful weapon to speed up execution, know the po-
sition within SMEs, understand difficulties from outside, and is a reason to decide and
develop strategies based on exact information obtained through moderm IT, the use of
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IT is a benchmark for progress and impact on SMEs performance [12]. In the current
era of globalization, the main toolfor business efficiency is the accountinginformation
system [22]. The use of accounting information reporting innovation in SMEs can pro-
vide additionalbenefits forthe actors, especially through sharing financialdata forreg-
ulation, control, and dynamic organizational activities, which ultimately influence
SMEs performance [11]. Several previous studies found that innovation data had an
impact on SMEs' performance [23]. Accounting reporting includes designs, strategies,
and authoritative actions thatare facilitated to balance hierarchical resources, strictly
attend to the accuracy and reliability of bookkeeping information, encourage profi-
ciency, and empower consistency with arrangements [16]. Information technology in
bookkeepingrequires accountingreporting [10]. Accounting reporting can be an inter-
mediary variable in the impact of IT on SMEs performance. This shows that there is a
relationship between SMEs performance, information technology and accounting re-
porting [24]. The better the use of IT and the implementation of good accounting re-
porting, the better the SMEs will be.

Good accountingreporting can make the data contained in financial reports reliable
and solid. Apart from that,implementing good accountingreportingis also considered
important to ensure the organization can run well [25]. Investorconfidence in making
investment decisions will be influenced by company disclosures regarding how SMEs
performance is described in financialreports[6]. Good SMEs governance relies heavily
on the accountingreporting [16]. Carrying out good accountingreporting ensures that
SMEs can work ideally to generate benefits. [f SMEs' net profits increase, then SMEs'
success increases, too [6]. Previous research revealed a link between the deployment of
accountingreporting and SMEs performance [10].

Based on this explanation, the fifth hypothesisare:

H1: The financialliteracy has a positive effect on SMEs performance

H2: Accounting reporting mediates the relationship between financial literacy and
SMEs performance

H3: Informationtechnology hasa positive effect on SMEs performance

H4: Accounting reporting mediates the relationship between information technology
and SMEs performance

HS5: Accounting reporting hasa positive effect on SMEs performance
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3 Methodology

The quantitative descriptive analysis method was used in this research. This research
data comes from answers to questionnaires filled out by respondentsin West Java,In-
donesia. In this in-depth study, the type of information used is important information
obtained from the results of circulating opinion polls. This study's population com-
prised 100 SMEs. Purposive sampling was employed to get samples. A sample of 100
SMEs that adhered to the existing regulations was acquired. This research employed
the Structural Equation Model (SEM) analytical approach. This study demonstrates a
correlation between at least one independent variable and at least one environmental
variable. Each variable may represent an individualelement ora construct derived from
many indicators [26]. In therealm of SMEs in West Java, securing capital continuesto
pose a substantial obstacle to business sustainability and expansion. A multitude of
SME:s in this region depend on conventional funding sources, including bank loans,
cooperatives, and informal lending. Nonetheless, inadequate financial literacy and in-
tricate loan processes frequently obstruct their capacity to obtain adequate money. The
advent of alternative financingmechanisms, including crowdsourcing, venture capital
and government-supported microfinance initiatives, has created newavenues for SMEs
to secure essential money. This study used the Structural Equation Model (SEM) to
examine the determinants affecting funding decisions for SMEs, encompassing finan-
cial literacy, company performance, and access to financial institutions. By compre-
hending these linkages, policymakers and financialinstitutions may formulate targeted
financialinclusion initiatives to promote SME growth in West Java. The Likert scale is
a scale used to measure an individual's or group's view of a social characteristic [26].
Five levels of the Likert Scale are used in this examination, including strongly agree,
agree, disagree, disagree, and strongly disagree [27].

This research information was collected through surveys and then processed using the
SEM model with the help of the PLS program. Data functionsas a measuring tool for
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hypotheses and represents the variables being investigated. It is not rigid in nature, re-
gardless of whether the information is accurate or not. On the other hand, whether the
information is accurate or not depends on the nature of the information collection in-
strument. Effective and reliable equipmentis essential. The reason forhypothesis test-
ing is to show whether there is an impact on each variable. This testing strategy must
be seen from the T-statistic value and probability value. Forhypothesis testing, a critical
value 0f 1.96 is used with an alpha significance level of 5%. The model for accepting
or rejecting the hypothesis is Ha accepted, and HO rejected if the T-statistic is greater
than 1.96. To accept or reject a hypothesis based on probability values,Ha is accepted
if the p-value <0.05.

4 Discussion

4.1 Test Outer Model

Before hypothesistesting, estimation model testing is completed to measure indicative
and inactive factors [27]. Convergent Validity, Discriminant Validity, and Average
Variance Extracted (AVE) tests are construct validity tests in this research. Analysis of
the Outer Loading value of each indicatorvariable is used to assess Convergent Valid-
ity, namely a measure of the reflection validity of the indicator as a variable measure.
Creating an Outer Model or measurement modelis one method forcarrying out valida-
tion and reliability testing. A markeris declared valid if it has a variable value > 0.5
(unique sample value) and has a P-value (likelihood) <0.05. Assuming it is found that
the experimentalresults do not meet the results according to these markers, the survey
will be discarded. In connection with this, the explanation of the modelin Table 1 is as
follows:

Table 1. Measurement Model

Questionnaire . Discriminant Va-
Construct Ttems Outer Loading lidity
X1.1 0.841
X1 X1.2 0.897 0.873
(Financial Literacy) X1.3 0.953 ’
X1.4 0.907
X2.1 0.526
X22 0.774
X2
nformation .
(nformi X2 0332 0768
Technology) X2.5 0.875
X2.6 0.659
X3.1 0.652
X3 X3.2 0.697
(Accounting Report- X33 0.646 0.756
ing) X3.4 0.743

X3.5 0.878




128 S. D. Anggadini et al.

Table 1 (Continued). Measurement Model

Questionnaire . Discriminant
Construct Items Outer Loading Validity
Y.1 0.696
X4 Y.2 0.747
Y3 0.691 0.846
(SMEs Performance) Y4 0.832
Y.5 0.910

If the validity test results are known, all outer loadings with values above 0.5 and AVE greater
than 0.5 are considered valid, and the reliability test can continue. The results of this dependency
test aim to determine whether the instructions used for each variable have been developed that
can be used to form inactive factors [27]. The results of the construct reliability test for each
variable are presented in Table 2 below:

Table 2. Reliability Test

Variable Cronbach's Alpha Indicator Conclusion

Financial Literacy 0.816 >0.6 Reliable
Information Technology 0.843 >0.6 Reliable
Accounting Reporting 0.758 >0.6 Reliable
SMEs Performance 0.866 >0.6 Reliable

The SEM PLS model can be presented in Figure 2 below.
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Fig. 2. SEM PLS Output Model Results
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4.2 Test the Inner Model

This testing phase aims to provide a relationship between developments and the mamn
testing investigation is completed, which creates R? as an incentive for each situation
[27]. R?is used to estimate results, where more like 1 indicatesan area of strength, and
sometimes closer to 0 indicates a good relationship [26]. The expected results using R?
from this examination are recorded in Table 3 below:

Table 3. Test the Inner Model.

Variable R Square Information
Accounting Reporting 0.473 Currently
SMEs Performance 0.082 Very weak

4.3  Hypothesis testing

The next stage is to evaluate the line coefficient, which is the surveyed motivation for
how the relationship in the fundamental model is obtained using a bootstrapping pro-
cedure with values thatare considered fundamental with the assumption thatthese qual
ities arethe justification behind it. Decision-making asin table4 below:

Table 4. Hypothesis testing.

Test Di- Original Sample Standard Q P Conclu-
rections Sample Mean Deviation  Statistics Values sion

Finan-
cial Liter-
- -
acy -0.087 0,017 0.405 0.238 0.716 Noef:
SMEs fect
Perfor-

mance

Finan-
cial Liter-
acy -> No ef-

0.514 0.688 0.088 7,448 0.001
Ac- fect

counting
Reporting

Ac-
counting
Reporting No ef-
> SMEs 0.248 0.177 0.419 0.887 0.523 fect
Perfor-

mance
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Table 4 (Continued). Hypothesis testing.

Test Direc-  Original Sample Standard Q P Conclu-
tions Sample Mean Deviation Statistics Values sion

Infor-

mation

Technol-

ogy-> 0.311 0.180 0.336 0.811 0.554
SMEs

Perfor-

mance

No ef-
fect

Infor-

mation

Technol-

ogy-> -0.223 -0.202 0.184 1,160 0.386
Ac-

counting

Reporting

No ef-
fect

4.4  Direct Effector Direct Influence of Financial Literacy on SMEs
Performance

This exploration is expected to see the direct impact of financialliteracy on SMEs per-
formance. The test results show a small negative impact, with a coefficient limit of -
0.087. This shows that SMEs performance tends to decline by 8.7% depending on fi-
nancialliteracy. The bootstrap test strengthens this finding by showing that the coeffi-
cient is considered not too critical, with a P value of 0.716> 0.05. Examination specu-
lation hinges on the idea that the nature of financialliteracy, as an integrated accounting
framework, provides a positive commitment to SMEs performance. These findings
show that the bookkeeping data framework in SMEs is still not very coordinated be-
tween the bookkeeping data framework and other existing frameworks in SMEs.
Bookkeeping data frameworks should robotize and improve organisations' administra-
tion, handling, and granularity of monetary information. However, its implementation
is not very easy because of the significant costs involved [28]. which shows the results
haveno effect.

4.5 Direct Effector Direct Influence of Financial Literacy on Accounting
Reporting

With a parameter coefficient of 0.514, research findings show that there is a positive
and significant relationship between SMEs Accounting Reporting and Financial Liter-
acy. This shows that the higher the Financial Literacy, the higher the organization's
Accounting Reporting, which is 51.4%. Bootstrap test with an expected coefficient of
0.088, T-count 7.448, and P-value 0.001 <0.05, and that implies factual importance.
From the findings above, it can be seen that the structure of SMEs data bookkeepingis
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feasible and productive in helping the organization's accounting reporting. The organi-
zation's accounting reporting will also run well with a good quality bookkeeping data
framework. With regard to the hypothesis, these results are following the rule that effort
or caution regarding the financialliteracy point of view can havea real positive effect
in working on the accounting reporting of an organization 21. This research provides
an empirical basis for organizations to pay attention to and improve financial literacy
to support better management and accountingreporting.

4.6 Direct Effector Direct Influence of Information Technology on SMEs
Performance

The findings of'this research contradict the initial hypothesis, namely that information
technology improves business performance. The coefficient limit forthe IT variable on
SMEs performance shows a positive direction of 0.311, but with a P-value of 0.554 >
0.05, it canbe concluded that the relationship is not statistically significant. These re-
sults indicate that, in the context of this research, the value of Information Technology
in SMEs does notsignificantly impactimproving SMEs performance because there is
still information technology that is not well optimized, which can reduce SMEs man-
agement performance. This occurs when information technology cannot support effec-
tive managementand decision-making processes. Although the literature states thatIn-
formation Technology can be a powerful weapon to accelerate performance and pro-
vide a basis for decision-making, these results may indicate that other factors or the
complexity of the dynamics in the relationship between Information Technology and
SMEs Performance are not covered in the research model. In the context of agency
theory, where there are differences in interests between management and owners, these
results may also indicate that the influence of Information Technology may notbe dom-
inant or may be hampered by the dynamics of the relationship between the two parties.
In other words, which stated that Information Technology has a positive impact on
SMEs performance [29]. This potentialmismatch can be caused by an IT implementa-
tion that is not yet fully optimal, a lack of employee training in adopting technology,
and the more significant impact of externalfactors such ascompetitors, product varia-
tions, and so on.

4.7 Indirect Effect or Indirect Influence of Financial Literacy on SMEs
Performance Mediated by Accounting Reporting

The coefficient for the variable financialliteracy in relation to accountingreporting on
the performance of SMEs is 0.189. The P-value is 0.513, which exceeds the threshold
of 0.05, suggesting thattherole of financialliteracy as a mediatorbetween accounting
reporting and SMEs performance is not significant. Consequently, this research indi-
catesthataccountingreporting does not effectively mediate the impact of financial lit-
eracy on the performance of SMEs. Potentialcauses include inadequate accountingre-
porting mechanisms, organizationalresistance orincapacity to incorporate financial lit-
eracy enhancements into accountingreporting, and additional factors such asunfavor-
able policies. The findings indicate variationsin this relationship based on context and
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involved factors, contrasting with previous research that suggested accountingreport-
ing may mediate the influence of financialliteracy on SMEs' performance [25]. Which
indicated thataccountingreporting may mediate the relationship between financial lit-
eracy and SMEs performance, suggesting that this relationship is context-dependent
and influenced by various factors. Moreover, proficiency in accountingand the capacity
to generate financialreports are essential for enhancing financial literacy within SMEs.
Effective accounting practices allow business owners to accurately monitor revenues,
expenses, and profits, thereby facilitating informed financial decision-making. Insuffi-
cient accountingknowledge canresult in financialmismanagement for SMEs, causing
inefficiencies and increasing the risk of business failure. Financial statements, includ-
ing balance sheets, income statements, and cash flow reports, offera comprehensive
overview of a company's financial health and are crucial for obtaining funding from
investors or financialinstitutions. Structured accountingreports enhance transparency
and accountability, facilitating compliance with regulatory requirements and taxation
policies for SMEs. Thus, cultivating accounting knowledge and encouraging the
maintenance of accurate financial records are essential measures for enhancing finan-
cial literacy, which in turn improves the financialsustainability and growth potential of
SMEs.

5 Conclusion and Recommendation

Following the examination of both direct and indirect influences (by mediation) among
the variables of financial literacy, information technology, accounting reporting, and
SME performance, the conclusions are as follows: Financial literacy does not signifi-
cantly impact SME performance directly, but it does exert a large favorable influence
on accountingreporting. Accounting reporting does not significantly impact the perfor-
mance of SMEs, and information technology does not directly influence the perfor-
mance or accounting reporting of SMEs. The mediation of accounting reporting re-
vealed no substantialimpact of financialliteracy or information technology on the per-
formance of SMEs. Consequently, in this situation, the accounting reporting variable
doesnotserve asa mediatorin the association between financialliteracy orinformation
technology and SME performance. This result canserve as a foundation for decision -
making aimed atenhancingelements that may impact SME performance, such as fos-
tering financial literacy or adopting information technology, without the necessity of
accountingreporting as a substantialintermediary, to improve SMEs' performance and
company growth, to bolster important influencing variables such as financial literacy
and the integration of information technology. Enhancing financial literacy enables
SME proprietors to make informed financialdecisions, optimize resource distribution,
and manage risks efficiently, hence fostering higher financial stability and long-term
economic viability. Furthermore, utilizing information technology—such as digital
payment systems, cloud-based accounting software, and e-commerce platforms—can
augment operational efficiency, broaden market reach, and promote client enga gement.
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Incorporating digital solutions into corporate operations allows SMEs to maintain com-
petitiveness in a progressively technology-oriented environment, by emphasizing fi-
nancialeducation and digital transformation.

SMEs are advised to focus on improving financialliteracy and information technolk
ogy asa strategic step to improve SME performance. Although financialliteracy does
notdirectly affect performance, good development can support the effectivenessofac-
counting reporting. Meanwhile, the general public can become more aware of the cru-
cial role of financial literacy and IT in supporting business efficiency. For future re-
search, it is recommended thatadditional aspects that may influence SMEs performance
be investigated, and specific aspects of financial literacy and information technology
should be explored.

Acknowledgments. Thanksto the UNIKOM leadership who have facilitated the pub-
lication of this article. Thanks are also conveyed to the parties who have funded this
research and the MSMEs parties who have agreed to be the subjects of the research.
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