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The study focuses on assessing the financial management practices and accounting mechanisms in agricultural 

cooperatives in Tulsipur Sub-Metropolitan, Dang District, Nepal with a focus on understanding their implications for 

financial performance and organizational effectiveness. The sample size of total cooperatives (n = 46) was divided 

into Savings and Credit Cooperatives (n = 18) and Multipurpose Cooperatives (n = 28), respectively, with a total 

number of respondents (n = 138) categorized into managing directors, employees, and general members. Using a 

mixed-methods approach that combines quantitative analysis of financial data with qualitative insights gathered 

through interviews and surveys, the study emphasizes the importance of modern financial practices, improved reporting 

mechanisms, and relevant staff training for long-term sustainability. Recommendations include the integration of 

criteria and evaluation tools to assess cooperative performance, with Hamro Pahunch Multipurpose Cooperative 

identified as a high performer. Emphasizing the need for robust financial management strategies to navigate the 

complexity of the agricultural sector, manage risks, and achieve sustainable development, the study notes frequent 

preparation of financial management reports on a monthly and annual basis, and predominantly annual accounting 

management. Most cooperatives are using computerized models to present financial positions, but face challenges 

such as lack of marketing infrastructure, cooperative skills, and technical support. Ultimately, the study advocates 

for educating policy makers, cooperative leaders, practitioners and stakeholders on the role of effective financial 

management and accounting in enhancing the resilience, expansion and socio-economic impact of agricultural 

cooperatives, thereby fostering their long-term prosperity and viability as drivers of rural development and empowerment. 
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Introduction 

Financial management is the process of planning, organizing, procuring, and utilizing an organization’s 

financial resources in a manner that aligns with the aspirations of its members (Adepoju, 2007). The financial 

management practices and accounting mechanisms employed by these cooperatives significantly impact their 

financial performance and sustainability (Bamidele & Ibrahim, 2018). In the realm of financing accounting, 

cooperatives stand out as unique entities driven by the principles of self-help, equality, and solidarity. Unlike 

traditional businesses that primarily focus on profit maximization, cooperatives prioritize the well-being of their 

members. This distinctive approach to business necessities a specialized and tailored approach to financial 

accounting. Financial reports in cooperatives serve a dual purpose: they act as essential tools for management 

and as mechanisms for members to evaluate the cooperative’s performance. These reports play a pivotal role in 

promoting transparency and accountability and informed decision-making within the cooperative’s governance 

structure (Susandya et al., 2018). The statement suggests that a solid understanding of how accounting figures 

behave is a cornerstone of effective managerial accounting, playing a crucial role in supporting financial decision-

making within organizations (Ascani et al., 2021; Weygandt et al., 2018). 

Management accounting plays a critical role in decision making since it supplies accounting information 

that would be helpful to managers in making critical decisions for an organization (Alrawashedh, 2023). Existing 

literature emphasizes the importance of sound financial management practices and accounting systems in 

enhancing the performance and sustainability of agricultural cooperatives. The strength of institutional and 

organizational arrangements plays a crucial role in maintaining sound control mechanisms within cooperatives. 

When these arrangements are weak or poorly developed, there’s a higher likelihood of deviations from sound 

institutional control mechanisms (Yobe et al., 2020). Studies by Paudel (2023) highlight the role of financial 

transparency and accountability in improving cooperative governance and member trust. To mitigate the risks, 

cooperatives must prioritize the development of strong institutional and organizational arrangements which 

includes implementing clear governance structures, establishing transparent policies and procedures, fostering 

a culture of accountability, promoting effective communication channels, and providing ongoing training and 

support to members and managers. By strengthening these foundations, cooperatives can better safeguard 

against deviations from sound institutional control mechanisms and uphold their integrity and effectiveness 

(Yobe et al., 2020). In this background, agricultural cooperatives play a vital role in promoting rural development 

and enhancing the livelihoods of farmers in Nepal. However, there is a lack of research specifically focusing on 

the financial management practices and accounting mechanisms in agricultural cooperatives of Dang District, 

Nepal. This research aims to assess the financial management practices and accounting mechanisms in 

agricultural cooperatives of Dang District, Nepal, with a focus on understanding their implications for financial 

performance and organizational effectiveness. The study seeks to address this gap and contribute to the existing 

studies on cooperative finance, financial management, and financial reporting mechanisms. 

Study Contexts 

In Tulsipur Sub-Metropolitan City, Dang District, Nepal, a range of development activities in agriculture, 

small industry marketing and processing, distribution and supplies are now facilitated through co-operatives. 
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These cooperatives, including e.g., dairy, on and off-farm agriculture cooperatives, play a vital role in driving 

economic growth and fostering community development in the region. In Nepal, cooperatives are primarily 

classified into two main categories: Savings and Credit Cooperative (SCC) and Multipurpose Cooperatives (MC) 

(Dhakal & Mueser, 2023). Saving and Credit Cooperatives focus on providing financial services such as saving 

accounts, credit facilities, and financial literacy to members. On the other hand, Multipurpose Cooperative offer 

a broader range of services, including agriculture support, marketing assistance, and community development 

initiatives. This categorization of cooperatives reflects the diverse needs and functions of cooperative members 

in Nepal. 

The concept of agricultural cooperatives refers to the conventional classification of cooperatives (Sharma, 

2020). Nepal has a long cultural tradition of informal community-based co-operatives including savings and 

credit associations known as Dhikuti, and grain savings system like Dharma Bhakari, labor exchange mechanism 

systems such as Parma, and socio-cultural forums like Guthi play a significant role in fostering social cohesion 

and economic resilience within Nepalese communities (Patani, 2021). This system not only promotes financial 

inclusion and access to credit but also embodies the essence of community collaboration, cooperation in 

agriculture activities, fostering collective financial well-being, social bonds, and a sense of shared responsibility 

of cooperative actions. Many of these traditional systems of cooperation are still functioning in the rural areas of 

Nepal (NEFSCUN, 2022). In Nepal, the government has endorsed savings and credit co-ops since 1953 as a 

means of facilitating access to financial services for underprivileged and rural populations not served by 

traditional banks and financial institutions (Paudel, 2021). 

Saving and Credit Cooperatives play a vital role in promoting the savings habits, mobilizing financial 

resources, and providing access to affordable credit for productive business ventures in Nepal. As highlighted by 

Dhakal (2019), the significance of Saving and Credit Cooperative in Nepal cannot be overstated. In a country 

where income level is modest, spending patterns are impulsive, and individuals are vulnerable to exploitation by 

private moneylenders; these cooperatives serve as crucial financial institutions that empower communities and 

foster economic resilience. On the other hand, a multi-purpose cooperative is a business that is a mixture of two 

or more different types of cooperatives. Multipurpose Cooperatives are member-based organizations for 

agricultural farmers in rural communities (ICA, 1995). It is an association of farmers and other rural households 

who have voluntarily joined together to fulfill a common socio-economic objective (basically raising income) by 

undertaking suitable business activities, making contribution to the capital required and accepting fair share of 

the risks and benefits of the business according to the principles of cooperation as reformulated by ICA (Poudel 

et al., 2015). They are channels for community participation in economic development, enabling members to 

coordinate their efforts and gain economic benefits (Masuku et al., 2016). Multipurpose Cooperatives are 

associations of primary producers who have come together to achieve some common commercial objectives more 

successfully than they could as individuals such as marketing their produce, purchasing farm supplies, purchasing 

consumer goods for sale, sharing equipment, or supplying services such as storage or transport (Masuku et al., 

2016). 

Nepal has the intention to enhance economic growth in order to graduate to a middle-income country by 

2030 (COPAC, 2015), and Nepalese policymakers believe that cooperatives will contribute substantially to the 

national economy by mobilizing saving and credit in the semi-urban and rural areas of the country, where the 

banks and other financial institutions have limited or no access (Paudel & Acharya, 2022). These cooperatives, 
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as unique socio-economic entities, play a pivotal role in fostering community development, economic 

sustainability, and social well-being. These organizations, guided by principles of cooperation and member-

driven initiatives, engage in various activities to meet the needs of their members. The study conducted by Sayadi 

et al. (2019) and Suryani (2021) reflects the transformation of management accounting from a narrow focus on 

financial data to a more expansive approach that incorporates a diverse range of both financial and non-financial 

information for improved decision-making and strategic management. This shift recognizes the importance of 

not only financial metrics, but also factors such as customer satisfaction, employee engagement and expectations, 

technological advances, competition, regulatory changes, environmental impact, and more in guiding 

organizational strategies and decision making (Akpan & Oluwagbade, 2024). This evolution requires a broader 

understanding of and response to the latest trends and technologies to contribute to organizational success and 

sustainability. 

Literature Review 

Accounting Functions of Cooperatives: Fostering Transparency, Accountability, and Sustainable 

Growth 

Accounting functions within cooperatives are indispensable, serving as a cornerstone for financial 

management, transparency, and accountability which emphasize their significance in promoting sustainable 

growth and member welfare. Typical accounting functions are crucial for maintaining a competitive advantage 

in businesses. However, some small and medium enterprises (SMEs) face challenges in handling their accounting 

functions due to a lack of expertise in this area (Everaert et al. 2006). Reid and Smith (2000) highlighted that 

accounting information plays a vital role in helping SMEs address short-term challenges related to cost 

accounting, expenditures, and cash flow. Access to accurate and timely accounting information supports effective 

monitoring and control within cooperatives. Management accounting plays a crucial role in supporting some 

functions such as business development management (Abdullah et al., 2022) by relevant financial information, 

analysis, and strategic guidance to decision-makers within the organization. The management accounting system 

encompasses data related to financial activities, taxation, and managerial operations. It also incorporates targets, 

budgets, and forecasts to facilitate strategic planning and decision-making (Ostaev et al., 2020, 2022). 

Furthermore, the system is designed to meet the conceptual conditions of the cooperative’s activities and takes 

into account both internal factors and external threats. Overall, the accounting system integrates various data 

sources and analytical frameworks to support effective management and control of organizational resources in a 

dynamic business environment. 

One of the primary accountings functions of cooperative is the systematic recording and organization of 

financial transactions which includes documenting income, expenses, assets, and liabilities (USDA, 1998). 

Accurate record-keeping ensures that cooperatives have a clear understanding of their financial health, enabling 

informed decision-making. Accounting professionals must prepare budget and financial planning and allocate 

resource effectively within cooperative works collaboratively with management (Cookey, 2000). A well-

structured budget helps in resource allocation, cost control, and achieving financial objectives that align with the 

organization’s goals. Accounting functions involve ensuring compliance with financial reporting standards and 

regulations which includes the preparation of annual financial statements, tax filings, and other mandatory reports 

that contribute to the cooperative’s transparency and credibility (Johnson, 2003). Establishing robust internal 
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controls is crucial to safeguarding cooperative assets and preventing fraud and mitigating risks, ensuring the 

reliability of financial information. Cooperatives often undergo internal and external audits to assess their 

financial integrity (Bhusal, 2023), and enhance the cooperative’s reputation and instill confidence in members 

and external partners. Cooperative must ensure financial considerations as integral to the cooperative’s strategic 

initiatives by providing financial insights and forecasts in a regular basis (Bhusal, 2023). 

Financial Management Practices in Agriculture Cooperatives 

Financial management practices in agricultural cooperatives encompass a range of activities and strategies 

designed to effectively manage financial resources, optimize performance, and ensure the sustainability of 

cooperative operations (Von Pischke & Rouse, 2004). These practices are essential for agricultural cooperatives 

to fulfill their mission of serving members, increasing agricultural productivity, and contributing to rural 

development. Governance—particularly for agricultural cooperatives—is an alternative to improve processes and 

relationships with partners, employees, and the community (Al-Bassam et al., 2018). Good cooperative 

governance practices create value for cooperative organizations by increasing administrative transparency, 

promoting development and competitiveness, stimulating cooperative members’ participation in decision-making, 

and leading to better economic and financial results (Basterretxea et al., 2020). Adherence to good governance 

practices is relevant to promote the sustainable development of cooperative organizations, strengthen them in the 

market, and reduce conflicts of interest (Marcis et al., 2018). The literature has consolidated agency problems as 

the main cause of conflicts (Jensen & Meckling, 1976). The issue is widely discussed in traditional capitalist 

firms, where the separation of ownership and management creates large information asymmetries (Da Silva et 

al., 2022; Marcis et al., 2018). However, this approach cannot be extrapolated in the same way to traditional firms 

without considering the specificities of a cooperative (Costa & Melo, 2017). The governance structure suggested 

by the support and regulatory bodies consists of cooperatives represented by the general assembly, the 

administrative/executive board, the fiscal council, the advisory council, the technical committee, the social 

committee, and the management (Marcis et al., 2018). The implementation of good governance practices is 

relevant to promote the sustainable development of cooperative organizations, strengthen them against the market, 

and reduce conflicts of interest (Maciel et al., 2018) as well as to attract investment by reducing exposure to risk 

(Bijman & Iliopoulos, 2014). 

Cervantes et al. (2023) emphasize the critical importance of financial management practices for agricultural 

cooperatives. These practices serve as foundational elements for navigating the intricacies of the agricultural 

sector, mitigating financial risks, seizing growth opportunities, and ultimately attaining sustainable development 

objectives. Qian and Olsen (2021) underscore the transformative potential of sound financial management 

practices for agricultural cooperatives. Through adoption, these practices enable cooperatives to enhance their 

resilience, effectiveness, and overall impact. By effectively meeting the needs of farmers, fostering rural 

development, and enhancing food security, cooperatives play a significant role in boosting economic prosperity 

within their communities. Collectively, these aspects underscore the vital importance of robust financial 

management practices for the success and sustainability of agricultural cooperatives, as well as their wide-ranging 

positive social and economic impacts. 

Accounting Mechanisms in Agriculture Cooperatives 

Accounting mechanisms in agricultural cooperatives are essential tools for recording, analyzing, and 

reporting financial transactions and information (ICA, 2015). These mechanisms provide cooperative members, 
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management, stakeholders, and regulators with accurate and reliable financial information that enables informed 

decision-making, accountability, and transparency (Paudel, 2023). Accounting mechanisms are integral to the 

financial management and governance of agricultural cooperatives, enabling them to maintain accurate financial 

records, comply with legal and regulatory requirements, and make informed decisions in support of their mission 

to serve members and promote rural development (Turtianen & Von Pischke, 1982). Accounting mechanisms 

play a critical role in the financial management of agricultural cooperatives. By using tools such as double-entry 

bookkeeping, income statements, balance sheets, cash flow statements, budgeting and forecasting, cost 

accounting, internal controls, compliance and reporting, and management information systems (MIS), 

agricultural cooperatives can ensure transparency and accountability in their financial operations (USDA, 1998). 

These mechanisms help set clear financial goals, provide a detailed view of the cooperative’s assets, liabilities, 

and equity, and evaluate performance against predetermined targets (Chesnick, 2000). 

Financial statements are fundamental components of cooperative reporting including the balance sheet, 

income statement, and cash flow statement, offer a detailed view of the cooperative’s financial health (USDA, 

1998). Members can assess the allocation of surplus, the cooperative’s liquidity, and the value of their individual 

contributions (Paudel, 2016). The transparent presentation of financial data is consistent with cooperative 

principles of openness and democratic control. Annual reports go beyond financial data to provide a holistic view 

of the cooperative’s accomplishments, challenges, and future plans. They also facilitate regulatory compliance 

and enable accurate reporting to regulators and stakeholders. Chesnick (2000) emphasized the importance of 

accounting mechanisms in improving decision-making processes within agricultural cooperatives. These 

mechanisms are essential as they offer timely and pertinent financial information to decision-makers. When 

agricultural cooperatives implement such mechanisms, they not only reinforce their financial management 

practices but also advance their overarching mission of serving members and fostering rural development. 

Factors Influencing Financial Management and Accounting Practices 

Several factors influence financial management and accounting practices in agricultural cooperatives, 

shaping how these organizations manage their finances, report financial information, and make strategic decisions 

(Pokharel et al. 2019). Understanding these factors is critical for cooperatives to develop effective financial 

management strategies and accounting mechanisms. Financial accounting is concerned with recording financial 

transactions and analyzing the effects of such transactions to support the development of business decisions. The 

effectiveness of an accounting system is not solely determined by the accuracy of record-keeping but also by its 

ability to cater to the informational needs of both internal and external decision-makers (Maseko & Manyani, 

2011). Typically, the financial overview comprises two components: one revealing profit or loss through the 

income statement and the other detailing assets and liabilities via the balance sheet (Amoako, 2013). Research 

by Ntim Adjei (2014) indicated that SMEs and identified cooperatives usually maintain at least one accounting 

system to record transactions and implement various accounting controls for operational ease. The overall 

accounting system of SMEs and identified cooperatives are influenced by critical factors such as the size and age 

of the firm, as well as the employment of accounting staff. The argument put forth by N. Marriott and P. Marriott 

(2000) emphasizes the need for professional accountants to evolve their services by embracing graphical 

presentations and providing commentary and interpretation alongside numerical data. This approach aims to 

enhance the communication of financial information, providing stakeholders with a more nuanced understanding 

of an organization’s financial performance and position 
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The status of cooperatives in Nepal, coupled with their constitutional recognition as the third pillar of the 

economy, places a substantial responsibility on the cooperative movement, as highlighted by Paudel (2022). The 

reference to Paudel (2023) suggests a focus on assessing the transparency of Nepalese cooperative societies 

through a comprehensive evaluation that includes factors like credit default risk, leverage risk, liquidity risk, 

investment risk, and overall financial management practices. This indicates a broader examination of the financial 

health and risk management strategies employed by cooperative societies in Nepal. Transparency in cooperatives 

is crucial for building trust among members, fostering a sense of ownership, and aligning the cooperative’s 

activities with its values and objectives. The question of how co-operatives conduct their accounting and the 

implications this has on aligning more effectively with their economic, social, and cultural goals has often been 

overlooked. Existing accounting and accountability practices frequently fail to reflect the values and principles 

of co-operatives, hindering their ability to fulfill their purposes. This paper aims to emphasize the need for a more 

systematic approach to accounting and reporting for co-operatives, focusing on the specific aspects that justify 

the development of accounting practices and a reporting system in agricultural cooperatives in Nepal. The study 

aims to conduct a comprehensive analysis of financial accounting and management practices, reporting 

mechanisms, and internal controls utilized by cooperatives. It focuses specifically on agricultural cooperatives 

located in Tulsipur Sub-Metropolitan City, Dang District of Nepal, with the objective of enhancing financial 

transparency and accountability within these organizations. Additionally, the study seeks to identify and 

understand the challenges encountered by agricultural cooperatives in implementing effective financial 

management practices and accounting procedures. By examining these challenges, the study aims to provide 

insights that can inform strategies to address barriers to financial management effectiveness within agricultural 

cooperatives in the region. 

Methods and Methodology 

Study Area 

The location of the study conducted is Tulsipur Sub-Metropolitan City (SMC) which comprises a wide range 

of Small Agriculture Based Enterprises (SABEs) ranging from Savings and Credit Cooperatives, Agriculture 

Cooperatives, Dairy Cooperatives, Forestry Cooperatives, and so on. Apart from the Savings and Credit 

Cooperatives, all other cooperatives that have similar benefits based on their respective products were categorized 

as Multipurpose Cooperatives. Thus, the study area is termed as conventional Savings and Credit Cooperatives 

and modern as Multipurpose Cooperatives. Tulsipur SMC has a total of 167 cooperatives. A total of 46 

cooperatives were identified as our focal unit, which includes both Savings and Credit Cooperatives (n = 18) and 

Multipurpose Cooperatives (n = 28). The selection process (i.e., screening) is done using purposive sampling 

with knowledge of secondary data. The screening was done based on the performance of the cooperatives and 

the statistics were obtained from Tulsipur SMC Chamber of Commerce and Tulsipur SMC Office of 

Administration. Within each sample, the respondents were categorized as managing director, employee, and 

general member and their differentiation in knowledge is accustomed with different understanding of the 

financial mechanism of the cooperatives. A total of 138 responses were collected. 
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Figure 1. Study area. 

Data Collection 

A semi-structured questionnaire was developed prior to the screening of the cooperatives, and after the 

screening, these questionnaires were used to collect data from the target respondents. The questionnaire was 

equipped with general information regarding the cooperatives, and financial supporting statements that comply 

with delving into the financial mechanism of the cooperatives. Use of purposive sampling was employed in 

deliberately choosing specific individuals based on categorical criteria (namely, member of the board of members, 

employee, and general member) that are relevant to the research questions. 

Data Analysis 

Financial management and accounting reporting mechanism. The financial mechanism of the 

cooperative was assessed based on seven criteria, namely, governance and leadership, financial planning and 

budgeting, resource mobilization and capital management, financial risk management, financial reporting and 

transparency, internal controls and compliance, and financial performance evaluation. Similarly, the 

cooperative’s accounting mechanisms were evaluated in the areas of financial reporting, internal control systems, 

budgeting and cost accounting, inventory management and valuation, asset management and depreciation, 

financial analysis and performance evaluation, and external audit and reporting. The Cooperative Department of 

the local government was approached to infer the financial performance of the cooperatives. The executive broad 

members (n = 46) from Table 1, stakeholders who have handful knowledge about the financial mechanism of the 

cooperative, and the cooperative section officer of the local government were asked to rank their cooperative on 

these criteria and the weighted mean average was calculated. 
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Table 1 

Cross Tabulation Between Types of Cooperatives and Position in the Cooperatives 

Type of cooperatives 
Number of 

cooperatives 

Position in the cooperatives 

Executive director Employee General member Total 

Savings and Credit Cooperative 18 20 18 20 58 

Multipurpose Cooperative 28 26 28 26 80 

Total 46 46 46 46 138 

 

Quantitative analysis of financial reporting and management accounting practices. The comprehensive 

analysis for Savings and Credit Cooperatives and Multipurpose Cooperatives was conducted. Frequency 

distributions (percentages) were calculated for financial accounting reports, management accounting principles, 

purpose of financial reports, and methods of preparing financial reports. The use of a five-point Likert scale in a 

questionnaire provided a structured and quantitative approach to measuring perceptions. Additionally, secondary 

literature was coded, entered, and analyzed using both exploratory and confirmatory statistical techniques in 

SPSS. 

Results 

General Description of the Respondents 

Cross tabulation was used to assess the frequency distribution of the respondents in terms of types of 

cooperatives and the position of the respondents in the respective cooperatives. Multipurpose Cooperatives that 

the researcher surveyed comprised of diary cooperatives, agricultural and agroforestry cooperatives, 

smallholder agricultural cooperatives, user cooperatives, and registered multipurpose cooperatives, while 

Savings and Credit Cooperatives included only those cooperatives that operate on the basis of financial 

transactions. A total of 138 respondents were interviewed which was categorized into three categories, viz., 

member of the executive board labeled as executive director, employee working as full-time staff in the 

cooperatives labeled as employee, and general member who were present in the cooperatives for their 

transaction now of interview in the cooperatives labeled as general members. This respondent stratification was 

done to ensure how comprehensive and robust understanding the members of the board member, employee, and 

general members carry around about the financial management practices and how it relates with the financial 

position of the cooperatives. 

Financial Accounting Mechanism 

Performance evaluation of cooperatives through financial management assessment. The majority of 

multipurpose cooperatives were found to be underperforming in terms of resource mobilization and capital 

management. Savings and Credit Cooperatives in general were found to be prominent in financial reporting and 

transparency and financial planning and budgeting. The table above shows that the trends in the performance of 

cooperatives in meeting these criteria have thinned out over time, as cooperatives have been the hubs of financial 

transactions in previous years and decades, leaving banks behind in annual transactions. Hamro Pahunch 

Multipurpose Cooperative Limited was found to be one of the high performing cooperatives of Tulsipur as it 

resonates with every criterion of financial transaction there was. On the other hand, Shiv Shikar Multipurpose 

Cooperative Limited was found to be the worst performing cooperative of Tulsipur and was found to be on the 
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verge of existential crisis. Various Multipurpose and Savings and Credit Cooperatives were also found to be 

performing on a moderate scale and were looking for some support and aids to win-over this economic crisis 

prevailing in the country as well as global context. 
 

Table 2 

Assessment of Cooperatives Based on Their Performance of Financial Management 

Financial 

management 

practices 

Key features 
Performance of few cooperatives 

Low Medium High 

Governance 

and leadership 

Ensure democratic decision-making and member 

representation, oversee financial affairs and 

strategic direction, improve financial literacy and 

management skills 

Sarbottam MC, 

Tulsipur SCC, 

Shiva Shikar MC 

Siddeshwori 

Women SCC, 

Ananti Smriti 

Agriculture MC, 

Baikalpik SC 

Hamro Pahunch 

MC, Siddeshwori 

Women SCC 

Srijana Women 

SCC 

Financial 

planning and 

budgeting 

Develop comprehensive financial plans and 

budgets, forecast revenues, expenses, cash flows, 

and capital requirements, monitor actual financial 

performance against budgeted targets, and make 

adjustment plan 

Miteri SCC Balapur 

Janakrishna MC, 

Swajan MC 

Darpan Agriculture 

MC, Ekata SCC, 

Mahila Utsali SCC 

Hamro Pahunch 

MC, Guru, Rapti 

SCC, Srijana 

Women SCC 

Resource 

mobilization 

and capital 

management 

Member dues, retained earnings, loans, grants, 

and external financing sources, ensure adequate 

liquidity for day-to-day operations and 

investment in productive assets 

Dipak Smriti User 

MC, Fulwari 

Agriculture MC, 

Shiva Shikar MC 

Janasewa SCC, 

Hamro Rajakot MC, 

Darpan Agriculture 

MC 

Hamro Pahunch 

MC, Rapti SCC, 

Tulsi Consumers 

MC 

Financial risk 

management 

Stratification of risk into market risk, credit risk, 

operational risk, and regulatory risk. Implement 

risk mitigation strategies such as diversification, 

insurance, and contingency planning, establish 

internal controls, risk management policies and 

procedures to safeguard assets, ensure 

compliance with regulatory requirements 

Shiva Shikar MC, 

Shanti Agriculture 

and Forest MC, 

Somnath 

Agriculture MC 

Balapur Janakrishi 

MC, Saksi SCC 

Rara SCC 

Hamro Pahunch 

MC, Baba MC, 

Saune Pani 

Agriculture MC 

Financial 

reporting and 

transparency 

Income statements, balance sheets, cash flow 

statements, and other financial reports, comply 

with accounting standards, regulatory 

requirements, and auditing, communicate 

financial performance, risks and prospects 

Shiva Shikar MC, 

Sriram Agriculture 

MC, Rasta Sebak 

MC 

Jyoti Mahila SCC, 

Janasewa SCC, 

Hamro Pahunch 

MC, Rapti SCC, 

Tulsi Consumers 

MC 

Internal 

controls and 

compliance 

Safeguard assets, prevent errors and 

irregularities, and ensure compliance with laws, 

regulations, and company policies, segregate 

duties, establish approval procedures, and 

conduct periodic reviews and audits to identify 

and mitigate control deficiencies 

Shiva Shikar MC, 

Pabitra Agriculture 

MC, Komal Pokhari 

Agriculture MC 

Sahayogi SCC, 

Saksi SCC, Ekata 

SCC 

Hamro Pahunch 

MC, Srijana SCC, 

Tulsi Consumers 

MC 

Financial 

performance 

evaluation 

Monitor key financial performance indicators 

(KPIs) such as profitability, liquidity, solvency, 

efficiency, and growth metrics, use financial 

analysis tools and techniques such as ratio 

analysis, trend analysis, and variance analysis to 

interpret financial results 

Shiva Shikar MC, 

Harchali MC, 

Manakamana Mil 

MC 

Tulsipur AF 

enterprise MC, Jyoti 

Mahila SCC, 

Mahila Utsali SCC 

Hamro Pahunch 

MC, Sahayogi SCC, 

Miteri SCC 

 

Evaluating periodic reporting and management practices. In a cooperative system, financial 

management mechanisms play a crucial role in effectively planning, controlling, and monitoring operations. They 

provide valuable insights for decision making, resource allocation, and performance evaluation, ultimately 

contributing to the financial sustainability and overall success of the cooperative. The cooperatives expressed 

particular interest in the frequency of reporting and the perceived usefulness of various financial statements, 

with a particular focus on the frequency of preparing financial reports and the usefulness of income statements, 
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balance sheets, and cash flow statements. To assess these practices, the cooperative was operationally 

investigated using five different financial management mechanisms assessment tools: budget, cash budget, 

procurement budget, cost volume profit, and variance analysis and compared with different temporal period. 

The majority of respondents believed that these financial management practices are executed annually, 

followed by monthly tracking. However, it’s worth noting that some respondents lacked knowledge about 

management accounting practices within their respective cooperatives. This suggests that general members 

may not be fully aware of the financial and management mechanisms in place. Interestingly, as shown in Table 

3, most of the management accounting practices were conducted at the end of the fiscal year, emphasizing 

year-round financial transactions that contribute to effective financial management and decision-making 

within the cooperatives. These variables are crucial in determining the flexibility of accounting practices across 

different cooperatives. 
 

Table 3 

Management Accounting Practices 

Management 

accounting practices 
Types 

Management accounting (%) 

Monthly Quarterly Semi-annually Annually No idea 

Budget 
SCC 5.4 7.3 5.5 63.6 18.2 

MPC 15.9 9.8 6.1 43.8 24.4 

Cash budget 
SCC 8.9 12.5 1.8 51.8 25 

MPC 6.2 3.7 3.7 65.4 21 

Production budget 
SCC 19.6 1.8 1.8 52.8 24 

MPC 30.9 4.9 2.5 35.8 25.9 

Cash volume profit 

analysis 

SCC 16.1 1.8 1.8 44.6 35.7 

MPC 23.8 2.5 1.3 31.3 41.1 

Variance analysis 
SCC 8.9 3.6 3.6 44.6 39.3 

MPC 10 7.5 6.3 38.8 37.4 

Accounting Mechanism of Cooperatives 

Evaluating cooperative performance via accounting mechanism assessment. The accounting mechanisms 

of the surveyed cooperatives are studied under seven different criteria, namely, financial reporting, internal 

control systems, budgeting and cost accounting, inventory management and valuation, asset management and 

depreciation, financial analysis and performance evaluation, external audit and reporting. Those cooperatives 

that have shown tremendous achievement in terms of financial management performance were also found to 

have high performance in the accounting mechanism. This suggest a strong correlation between effective 

management and robust accounting practices. The cooperative market in the Tulsipur area is characterized by a 

few cooperatives that significantly influence the overall economic performance of the urban city. However, 

some cooperatives that underperformed in the financial management category have improved when considering 

the accounting mechanism. Notable example includes Ananti Smriti Agriculture Cooperative Limited and 

Garima Multipurpose Cooperative Limited. Hamro Pahunch Multipurpose Cooperative Limited stands out in 

the accounting mechanism of cooperatives aligning it as one of the successful and promising cooperatives in 

Tulsipur. 
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Table 4 

Assessment of Cooperatives Based on Their Performance of Accounting Mechanism 

Accounting 

mechanisms 
Key features 

Performance 

Low Medium High 

Financial 

reporting 

Preparation of financial statements, including 

income statement, balance sheet, statement of 

cash flow, compliance with accounting standards 

and regulatory requirements 

Shiva Shikar MC, 

Shanti Agriculture 

and Forest MC, 

Somnath 

Agriculture MC 

Baikalpik SCC, 

Ekata SCC, Ananti 

Smriti Agriculture 

MC 

Hamro Pahunch 

MC, Siddeshwori 

Women SCC, 

Srijana Women 

SCC 

Internal 

control 

systems 

Safeguarding assets, preventing fraud, and 

ensuring the accuracy and reliability of financial 

information, preventing errors and irregularities, 

authorization procedures 

Samjana MC, 

Balapur Janakrishna 

MC, Bhagya 

Agriculture MC 

Darpan Agriculture 

MC, Sahara SCC, 

Mahila Utsali SCC 

Hamro Pahunch 

MC, Miteri SCC, 

Guru Baba MC 

Budgeting and 

cost 

accounting 

Plan and control of financial activities, allocation 

of resources, and achievement of cooperative 

goals, analyze costs associated with production, 

marketing 

Satyashwori Mahila 

SCC, Harchali MC 

Komal Pokhari 

Agricutlure MC 

Janasewa SCC, 

Hamro Rajakot 

MC, Garima MC 

Hamro Pahunch 

MC, Miteri SCC, 

Saune Pani 

Agriculture MC 

Inventory 

management 

and valuation 

Recording and monitoring inventory of 

agricultural inputs, products, and supplies. 

Perform periodic inventory counts and 

reconciliations to ensure the accuracy and 

reliability of inventory records, identify 

discrepancies, and prevent loss or theft 

Sarbottam MC 

Limited, Goltakuri 

Mahila Sana Kishan 

Agriculture MC, 

Tulsipur SCC 

Balapur Janakrishi 

MC, Saksi SCC, 

Rara SCC 

Hamro Pahunch 

MC, Rapti SCC, 

Miteri SCC 

Asset 

management 

and 

depreciation 

Accounting for tangible assets, maintain fixed 

asset records to track asset acquisitions, and 

determine which expenditures are capitalized as 

assets and which are expensed as operating 

expenses 

Gauri Bhagwati 

Agriculture MC, 

Sriram Agriculture 

MC, Sarbottam MC 

Jyoti Mahila SC, 

Baba SCC, Ekata 

SCC 

Hamro Pahunch 

MC, Rapti SCC, 

Tulsi Consumers 

MC 

Financial 

analysis and 

performance 

evaluation 

Ratio analysis to assess the financial health and 

performance of the coop, including profitability 

ratios, liquidity ratios, solvency ratios, and 

efficiency ratios, trend analysis, highlighting areas 

of strength and areas for improvement 

Rasta Sebak MC, 

Pabitra Agriculture 

MC, Subha Sandesh 

SCC 

Dipak Smriti User 

MC, Fulwari 

Agriculture MC, 

Mahila Utsali SCC 

Hamro Pahunch 

MC, Srijana 

Women SCC, Tulsi 

Consumers MC 

External audit 

and reporting 

Engage external auditors, assure stakeholders of 

their accuracy and compliance with regulatory 

requirements, provide audited financial statements 

and reports, cooperative members, lenders, and 

other stakeholders 

Shibalik SCC, 

Arundoya MC 

Manakamana Mil 

MC 

Tulsipur 

Agriculture and 

Forest Enterprise 

MC, Jyoti Mahila 

SCC, Mahila Utsali 

SCC 

Hamro Pahunch 

MC, Sahayogi SCC, 

Guru Baba MC 

 

Analyzing financial accounting report preparation practices. Financial accounting practices in 

agricultural cooperatives play a crucial role in ensuring transparency, accountability, and efficient management 

of financial resources. The surveyed cooperatives were subjected to a list of questionnaires that mark the financial 

mechanism reporting pattern of the cooperatives in different time. The cooperative’s financial mechanism was 

quantified into five different categories, namely, profit and loss, balance sheet, cash flow statement, inventory 

analysis, and fixed asset records. And the cooperative’s financial mechanism was measured into four temporal 

dimensions, viz., monthly, quarterly, semi-annual, annual and yearly. However, the general member might not 

be fully aware of the financial mechanism, so their lack of knowledge was also acknowledged. The table provided 

frequency analysis of various financial and accounting activities carried out by the cooperatives. Majority of the 

cooperatives were found to prepare their financial accounting reports monthly, and a yearly compilation was 

done at the end of the fiscal year. 
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Table 5 

Frequency of Preparation of Financial Accounting Reports 

Financial management practices Types 
Financial accounting (%) 

Monthly Quarterly Semi-annually Annually No idea 

Profit & loss 
SCC 34.1 2.5 15.9 26.8 20.7 

MPC 46.3   40.7 13 

Balance sheet 
SCC 25.6 9.8 9.7 31.7 23.2 

MPC 33.3 5.6  37 24.1 

Cash flow statement 
SCC 48.8 6.1 2.4 22 20.7 

MPC 37 5.6  37 20.4 

Inventory analysis 
SCC 25.5 11 9.8 23.2 30.5 

MPC 25.9 5.6 7.4 35.2 25.9 

Fixed assets record 
SCC 30.5  6.1 42.7 20.7 

MPC 29.6  3.7 46.3 20.4 
 

Understanding the objectives behind financial report preparation. The primary purpose of any financial 

accounting institution is to record, summarize, and report financial transactions and events of an organization to 

provide useful information for decision making by various stakeholders. However, with each cooperative, these 

may differ in terms of understanding and use case. The respondents were asked about the purpose behind 

preparation of financial accounting reports. Majority of the respondents i.e. 79.3 percent believed that the 

elementary reason behind preparing financial report is to understand the financial position of the cooperative. 

This is followed by another reason which is to present the financial performance and position of the cooperative 

to the tax office i.e. 10 percent. This will ensure that cooperatives comply with the nationally accepted accounting 

system and remain a responsible financial institution. Followed by decision making i.e. 0.7 percent, 7.1 percent 

respondents felt that the main reason for preparing financial report is to carry out all the above reasons. 
 

 
Figure 2. Purpose of preparation of financial report. 

 

Exploring methods for financial report preparation. Any entity involved with financial transactions are 

entitled with preparation of financial report in terms of their regulatory compliance, transparency, and accountability. 

The modes of preparation of financial report play an important role to ensure transparency, accountability, 

accuracy, reliability, consistency, and compliance to effectively fulfill its role in financial reporting. 
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Table 6 

Modes of Preparation of Financial Report 

Modes Percentage 

Computerized 43.6% 

Manually 15.7% 

Both 29.3% 

No idea 11.4% 
 

Majority of the cooperatives (43.6%) were found to be using computerized system of data recording and 

management mechanism. Cooperatives were found using accounting software, online banking, and other financial 

technologies to automate tasks that resulted in improved accuracy on financial accounting and accountable 

transactions and provide a real-time financial insight. Cooperatives are moving towards digital management as 

evidenced by manual record keeping (15.7%), computerized and both (29.3%). Implementing robust accounting 

systems helps to accurately record and track financial transactions. However, some respondents were still 

unaware of financial transaction techniques. Coupled with financial literacy and transparency in bookkeeping, a 

cooperative awareness campaign could address the gaps that persist in cooperatives. 

Examining accounting system practices within cooperatives. The distinction between management 

accounting and financial accounting is often shaped by the unique characteristics and objectives of various types 

of cooperatives. Cooperatives, as self-autonomous entities dedicated to serving the local community, operate 

within a distinct accounting framework tailored to their specific goals. This specialized accounting system is 

designed to effectively utilize resources and time towards achieving cooperative objectives. Unlike traditional 

for-profit enterprises, cooperatives prioritize communal benefits over individual profit, necessitating accounting 

practices that reflect this altruistic mission. 
 

Table 7 

Mean Significance of Accounting Practices 

Accounting system Types 
Accounting practices mean significance 

Least useful Less useful Neutral Useful Most useful 

Costing system 
SCC 3.6 16.1 14.2 30.4 35.7 

MPC 10.7 13.1 13.1 20.2 42.9 

Budgeting 
SCC 10.7 1.8 17.9 37.5 32.1 

MPC 1.2 7.1 7.1 42.9 41.7 

Information for decision 

making 

SCC  3.6 17.9 39.2 39.3 

MPC 3.6 2.4 16.7 32.1 45.2 

Performance evaluation 
SCC 1.8 5.4 28.5 30.4 33.9 

MPC  1.2 21.4 34.5 42.9 

Strategic analysis 
SCC  3.6 26.8 46.4 23.2 

MPC  7.1 19 41.7 32.1 

 

The study involved reaching out to respondents from both Savings and Credit Cooperatives as well as 

Multipurpose Cooperatives to explore the implications of accounting practices. Most respondents expressed a 

strong belief in the significant usefulness of accounting practices, particularly in areas such as costing, budgeting, 

decision-making information, performance evaluation, and strategic analysis. Despite the daily conduct of 

financial transactions within the cooperatives, these respondents identified financial and management accounting 

practices as crucial components for understanding the financial performance of the cooperatives. 
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Overcoming Challenges Faced by Cooperatives 

Agricultural cooperatives play a critical role in improving the livelihoods of smallholder farmers by 

promoting collective action and leveraging economies of scale. Despite their importance, these cooperatives face 

challenges that hinder their growth and limit their ability to reach their full potential. Prior to data collection, a 

total of 14 constraints were identified. These constraints were then ranked by percentage and categorized into 

four subgroups: 0-25%, 25-50%, 50-75%, and greater than 75%. The purpose of this classification is to identify 

the main constraints faced by agricultural cooperatives and to provide insights into areas that require attention to 

overcome these challenges and promote sustainable growth. Lack of marketing infrastructure and cooperative 

skills, and insufficient technical assistance to members in both production and marketing were identified as the 

most important constraints, with rankings of 75.9% and 51.4%, respectively. However, it’s important to recognize 

that all of the constraints identified can hinder the growth and development of agricultural cooperatives and 

potentially undermine their overall performance. Moreover, the prevalence of smallholder farming and land 

fragmentation in Nepal’s agricultural sector pose additional challenges for cooperatives to achieve economies of 

scale and fully reap the benefits of collective action. Addressing these constraints requires targeted interventions 

and support mechanisms to strengthen the capacity and resilience of agricultural cooperatives, ultimately 

contributing to the sustainable growth of the agricultural sector and the livelihoods of smallholder farmers. 
 

 
Figure 3. Challenges faced by cooperatives. 
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Agricultural cooperatives face a variety of challenges that affect different facets of their operations. These 

challenges include access to sufficient capital, dealing with inadequate financial management skills, navigating 

market volatility and price discovery, coping with high input costs, and managing risk. Addressing these 

challenges requires the concerted efforts of multiple stakeholders and the implementation of tailored strategies 

to strengthen the capacity and competitiveness of agricultural cooperatives in today’s dynamic agricultural 

landscape. Addressing these challenges requires the coordinated efforts of multiple stakeholders, including 

government agencies, financial institutions, development organizations, and the cooperatives themselves. 

Strategies may include providing access to finance and technical assistance, improving market linkages and 

infrastructure, promoting climate-smart agricultural practices, improving regulatory frameworks, and fostering 

innovation and technology adoption in the agricultural sector. 

Assessing the Financial Performance of Cooperatives 

By complying with accounting standards and principles, cooperatives ensure that their financial information 

is reliable and credible, thereby promoting independence in decision-making. Autonomy is ensured by internal 

controls embedded in the financial accounting processes, which reduce the risk of external interference or undue 

influence. Financial accounting tracks each member’s contribution to the cooperative’s capital. This includes 

investments, savings and loan management, share purchases, and all other forms of member contributions. 

Members have the right to access financial reports that show how their contributions have been used and allocated 

within the cooperative. Financial reports, such as income statements and balance sheets, provide insight into the 

economic activities of the cooperative and ensure transparency in the use of member contributions. Transparent 

financial reporting builds trust with the community, fosters positive relationships, and promotes the cooperative 

as a socially responsible entity. 

However, the cooperatives were also found to be at disparity considering the financial performance of the 

cooperatives. Generalizing the opinions of the respondents, transparency and accountability were found weak 

when the cooperatives were managed by the chairperson, although the cooperatives have gained good connection 

with the public domain. On the other hand, in cooperatives where the chairman is also a shareholder, there was 

more public ownership, and improved transparency, accountability, and timely financial reporting. The trend of 

loan disbursement, as mentioned by the executive members, revealed a peculiar pattern. Cooperatives located in 

rural areas often disbursed small amounts of loans, as reimbursement was frequently done promptly. In contrast, 

cooperatives located in urban and suburban areas disbursed larger amounts of loans, and the reimbursement 

process was found to be even more challenging. This irregularity in loan repayment resulted in the ongoing 

economic crisis in the cooperatives and some of the cooperatives are on the verge of collapse. And some 

cooperatives were also found to have an elite dominance over the leadership, imposing regulatory hurdles, 

mobilizing funds without appropriate mechanism, which fueled the irregularity more. 

Discussions 

Optimizing Financial Management: Strategies for Agricultural Cooperatives 

Financial management practices and accounting mechanisms in Nepal’s agricultural cooperatives are 

essential to ensure efficient use of resources, maintain financial sustainability, and achieve cooperative goals 

(Paudel & Ph, 2021). In the context of Nepal’s agricultural cooperatives, effective financial management 

practices involve budgeting, financial planning, monitoring expenditures, and assessing financial performance. 
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These practices help cooperatives to allocate resources judiciously, track financial transactions, and ensure 

accountability and transparency in financial operations. Furthermore, accounting mechanisms provide 

cooperatives with valuable insights into their financial health, enabling informed decision-making and strategic 

planning. Through proper accounting practices, cooperatives can accurately assess their profitability, manage 

cash flow, and identify areas for cost optimization or revenue generation (Subedi, 2022). Overall, by prioritizing 

effective financial management practices and implementing robust accounting mechanisms, agricultural 

cooperatives in Nepal can enhance their operational efficiency, strengthen their financial position, and better 

fulfill their mission of serving the needs of their members and communities. 

Agricultural cooperatives often operate in resource-constrained environments. Optimizing financial 

management enables these cooperatives to make the most of limited resources by allocating funds judiciously. 

This includes prioritizing investments in key areas such as agricultural inputs, infrastructure development, and 

market access initiatives. Agricultural cooperatives must strive for financial sustainability to ensure their long-

term viability. This involves maintaining a healthy balance between revenue generation and expenditure, 

avoiding over-reliance on external funding sources, and building financial reserves to weather economic 

uncertainties. Effective financial management practices, such as budgeting and financial planning, are essential 

for achieving and maintaining financial sustainability. 

Optimizing financial management strategies requires fostering a culture of financial literacy and 

accountability among members, encouraging their involvement in decision-making processes, and soliciting 

feedback on financial performance and priorities. 

Cooperatives need to adopt democratic governance structures with elected boards of directors or chairpersons 

and management teams that are accountable to cooperative members (Meira & Ramos, 2023). Governance 

structures in cooperatives will be impacted by the organization’s purpose and the nature of the members’ 

relationship with the cooperative; processes are democratic, but situation dependent and not uniform; and the 

dynamics of organizational change involve the co-operative’s adaptation and evolution in response to external 

and internal forces influencing members’ evolving needs and goals (including impact on future generations). 

Transparent decision-making processes and mechanisms for member participation in financial decisions are 

indispensable for the economic sustainability of cooperatives, as emphasized by Pandey (2024). Involving 

stakeholders in financial decisions not only fosters transparency but also ensures that the interests and concerns 

of members are taken into account. By implementing transparent decision-making processes, cooperatives can 

enhance accountability and trust among members and stakeholders. Optimizing financial management involves 

enhancing the cooperative’s creditworthiness and financial transparency to attract investment from banks, 

financial institutions, and development agencies (Delphi International Ltd, 1997). This may involve maintaining 

accurate financial records, preparing comprehensive business plans, and demonstrating a track record of financial 

responsibility. Openness in financial decision-making builds confidence in the cooperative’s management and 

helps mitigate potential conflicts or misunderstandings regarding resource allocation and expenditure. By 

fostering openness, accountability, and stakeholder engagement, cooperatives can strengthen their financial 

management practices, enhance member satisfaction, and position themselves for long-term success and growth. 

The strategies require fostering a culture of financial literacy and accountability among members, encouraging 

their involvement in decision-making processes, and soliciting feedback on financial performance and priorities. 

In today’s digital age, leveraging technology can significantly enhance financial management practices within 

agricultural cooperatives. This includes using accounting software for bookkeeping and financial reporting, 
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implementing mobile banking solutions for convenient transactions, and utilizing data analytics tools for 

performance monitoring and decision support. It also necessitates investing in the capacity building of 

cooperative members and staff which involves providing training and technical assistance on financial literacy, 

accounting principles, budgeting techniques, and financial analysis. Building the financial management 

capabilities of stakeholders enhances their ability to contribute effectively to the cooperative’s financial health 

and overall success. By prioritizing efficient resource utilization, ensuring financial sustainability, managing risks 

effectively, enhancing stakeholder engagement, embracing technology, and investing in capacity building, 

agricultural cooperatives can strengthen their financial management practices and maximize their impact on the 

communities they serve. 

Balancing the Books: Accounting Mechanisms for Sustainable Agriculture Cooperatives 

For financial planning and budgeting, agricultural cooperatives must develop annual financial plans and 

budgets that are consistent with the cooperative’s goals, member needs, and market conditions, as well as budget 

controls and monitoring mechanisms to ensure adherence to budget targets and efficient allocation of resources 

(Dhakal et al., 2021). In a financial management practice, an agricultural cooperative should mobilize financial 

resources through member contributions, retained earnings, loans, grants, and government subsidies and manage 

its capital structure to optimize the mix of equity and debt financing, taking into account the cooperative’s risk 

profile and cost of financing (Turtianen & Von Pischke, 1982). In ensuring financial reporting and transparency 

within cooperatives, it is imperative to prepare accurate and timely financial statements, including income 

statements, balance sheets, and cash flow statements. These statements should adhere to applicable accounting 

standards and provide transparent financial reporting to the cooperative’s members, stakeholders, and regulators. 

This transparency fosters accountability and trust, as outlined by Pandey (2024). Overall, adherence to transparent 

financial reporting practices, coupled with inclusive decision-making processes and effective dispute resolution 

mechanisms, are essential components for fostering accountability, trust, and sustainability within cooperatives. 

Transparent financial reporting builds trust among members, stakeholders, and investors, enhancing the 

cooperative’s credibility and accountability. These measures uphold the cooperative’s integrity, promote 

stakeholder engagement, and contribute to its long-term success and viability. 

Implementing internal control mechanisms within cooperatives is vital for safeguarding assets, preventing 

fraud, ensuring compliance with regulatory requirements, and enhancing operational efficiency (Musyoki, 2023). 

These mechanisms serve as checks and balances that help mitigate financial risks and promote accountability 

throughout the organization. Periodic reviews are also critical for evaluating the effectiveness of internal controls 

and identifying any weaknesses or deficiencies that may exist (Ayagre et al., 2014). Regular audits, inspections, 

and assessments help detect errors, irregularities, or potential areas of improvement in financial processes and 

procedures. Furthermore, internal control mechanisms contribute to enhancing operational efficiency by 

streamlining workflows, reducing redundancies, and identifying opportunities for cost savings or process 

improvements (USDA, 1998). By implementing efficient and effective internal controls, cooperatives can 

optimize resource utilization and minimize the risk of financial losses or regulatory non-compliance. Overall, 

internal control mechanisms play a fundamental role in ensuring the integrity, reliability, and transparency of 

financial operations within cooperatives (Chesnick, 2000). By safeguarding assets, preventing fraud, and 

promoting compliance with regulatory requirements, these controls contribute to the overall sustainability and 

success of the organization (USDA, 1998). 
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From a technological standpoint, adopting accounting systems and software is crucial for cooperatives to 

effectively record and track financial transactions, manage accounts payable and receivable, and generate 

financial reports. Utilizing accounting software streamlines financial processes, enhances accuracy, and improves 

efficiency in managing financial data. Furthermore, employing double-entry accounting principles is essential to 

ensure the accuracy and completeness of financial records (Chesnick, 2000). This approach maintains balance 

between debits and credits, providing a reliable foundation for financial analysis and decision-making. In addition 

to leveraging technology for accounting purposes, cooperatives should develop annual operating budgets and 

cash flow forecasts (USDA, 1998). These tools enable proactive planning and control of expenditures, facilitate 

effective cash flow management, and allow for ongoing monitoring of financial performance against predefined 

targets. Implementing cost control measures is another critical aspect of financial management for cooperatives. 

By optimizing costs, improving efficiency, and maximizing return on investment, cooperatives can enhance their 

financial sustainability and competitiveness in the marketplace (Aryal, 2011). Overall, embracing technological 

solutions for accounting, adhering to double-entry accounting principles, developing comprehensive budgets and 

cash flow forecasts, and implementing cost control measures are essential practices for ensuring effective 

financial management and driving the long-term success of cooperatives (Ouda, 2004). Majority of Nepalese 

SMEs prepare their accounting reports at least once a year and among the financial accounting reports, income 

statement was considered most useful followed by balance sheet and cash flow (Sharma, 2016). The financial 

management and reporting are integral part to cooperatives with the significance of income statements, balance 

sheets, and cash flow statements in conveying financial health and facilitating strategic decision-making. 

Financial accounting in agricultural cooperatives aligns closely with cooperative principles, especially 

emphasizing member economic participation and autonomy. Through accounting mechanisms, cooperatives can 

evaluate their financial performance accurately (Park et al., 2023). By analyzing financial statements, such as 

income statements, balance sheets, and cash flow statements, cooperatives can assess their profitability, liquidity, 

and solvency, identifying areas for improvement and strategic planning (Kenkel, 2021). By tracking revenues 

and expenses, cooperatives can develop realistic budgets, allocate resources effectively, and set financial goals 

aligned with their mission and objectives (USDA, 2000). 

Agriculture cooperatives in Nepal are autonomous, self-help organizations controlled by their members. 

Financial accounting plays a crucial role in maintaining the autonomy of cooperatives by providing an objective 

and standardized method of recording and reporting financial transactions. Accounting mechanisms help identify 

opportunities for cost optimization and efficiency improvement. By analyzing cost structures and identifying cost 

drivers, cooperatives can implement cost-saving measures, streamline operations, and maximize profitability 

while minimizing waste. The statement from Lalin and Irfan (2010) suggests that regulatory pressure is cited as 

one of the main reasons why small and medium-sized enterprises (SMEs) prepare financial statements. Aryeetey 

et al. (1994) highlight practical challenges in micro and small enterprises related to deriving records and figures 

for financial statements. Accounting mechanisms ensure compliance with regulatory requirements and 

governance standards. Accurate financial record-keeping enables cooperatives to fulfill reporting obligations, 

adhere to tax laws, and demonstrate compliance with legal and ethical standards, reducing the risk of fines, 

penalties, and reputational damage. 

Following the financial analysis and performance evaluation of cooperatives, the manager should use 

financial ratios and key performance indicators (KPIs) to assess the financial health, liquidity, profitability, and 

efficiency of the cooperative and conduct regular financial analysis and performance reviews to identify trends, 
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strengths, weaknesses, and opportunities for improvement (USDA, 1998). The cooperative must comply with 

regulatory requirements and accounting standards prescribed by the Cooperatives Act, the Companies Act, and 

other relevant laws and regulations and submit statutory financial reports and disclosures to regulatory authorities, 

including the Department of Cooperatives (Nepal Rastra Bank, 2010). The engagement of external auditors also 

provides assurance on the accuracy, reliability, and compliance of financial reporting among partners and 

shareholders by conducting independent audits of financial statements These can be comprehend by the 

facilitation of cooperative audits and reviews by regulatory bodies to ensure compliance with legal and regulatory 

requirements. These financial management practices and accounting mechanisms enable agricultural 

cooperatives in Nepal to effectively manage their finances, increase transparency and accountability, and achieve 

their social, economic, and environmental goals (Dhakal et al., 2021). By adopting sound financial management 

practices and accounting mechanisms, agricultural cooperatives can contribute to the sustainable development of 

rural communities, improve livelihoods, and promote inclusive growth in Nepal. 
 

 
Figure 4. Analytical framework of financial control mechanism with a focus on management accounting practices and 

financial reporting mechanisms: Authors modified, 2024. 
 

Agriculture cooperatives should consider adopting accrual accounting principles, which recognize revenues 

and expenses when incurred, regardless of cash flow timing. Accrual accounting provides a more accurate picture 

of the cooperative’s financial performance and position, enabling better decision-making (USDA, 1998). 
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Cooperatives should establish robust internal control procedures to safeguard assets, prevent fraud, and ensure 

the accuracy and reliability of financial information. Internal controls may include segregation of duties, 

authorization procedures, and regular audits to detect and address discrepancies (Musyoki, 2023). Utilizing 

accounting software tailored to the needs of agriculture cooperatives can streamline financial management 

processes and improve efficiency. Accounting software automates tasks such as bookkeeping, invoicing, and 

reporting, reducing manual errors, and saving time and resources. Cooperatives should invest in training and 

education programs to enhance the financial literacy and skills of members, staff, and board members. Training 

sessions on accounting principles, financial analysis, and budget management empower stakeholders to 

understand and interpret financial information effectively (Anania & Cronery Rwekaza, 2018). Agriculture 

cooperatives may benefit from engaging external accounting professionals, such as certified public accountants 

(CPAs) or financial advisors, to provide expertise and guidance on complex accounting issues. External 

professionals can offer valuable insights, perform audits, and ensure compliance with regulatory requirements. 

Behind the Numbers: Understanding the Influential Factors Shaping Financial Management and 

Accounting Practices in Agricultural Cooperatives 

The SMEs in Nepal have a low capital base, poor access to technology, and inadequate knowledge and 

information regarding business opportunities and marketing (Pandey, 2004). In general, members of agricultural 

cooperatives produce dairy and animal products, often in small quantities, mainly for their own use (Dhakal, 

2021; Dhakal et al., 2021). Similarly, SMEs in Nepal also suffer from poor access to finance brought about by 

high interest rates, large collateral requirements, inconveniences associated with the process, a lack of 

information, and inadequate institutional capacity, among other things (NRB, 2020). Kharel and Dahal (2020) 

highlighted various challenged faced by SME in Nepal: inadequately trained/skilled workforce, onerous collateral 

requirement and high interest rates, inadequate credit and subsidy schemes, insufficient duty drawback systems, 

poor dissemination of information, restrictions of online payment systems, and weak capacity of public 

administrations. Previous work (Dhakal et al., 2021) suggests that agricultural cooperatives in Nepal typically do 

not engage in marketing and production activities characteristic of agricultural cooperatives elsewhere. Study 

conducted by Pandey (2023) revealed similar challenges faced by the cooperatives where major challenges 

encountered by the cooperatives were lack of managerial skills, and professionalism, sound planning and 

implementation, lack of working capital, appropriate research extension and education about cooperative and 

weak portfolio, low risk management, and liquidity crunch in the financial system. Inadequate financial 

management can lead to irregularities in cash flow, making it difficult for the organization to meet its operational 

needs such as paying suppliers, employees, and other expenses. This can disrupt day-to-day operations and hinder 

growth opportunities. When an organization consistently struggles with cash flow, it may resort to borrowing to 

cover expenses. However, without proper financial management, this can lead to a cycle of increasing debt, which 

becomes unsustainable over time, eventually leading to insolvency. Members of the cooperative or investors may 

lose confidence in the organization’s ability to manage their funds effectively. This loss of trust can result in 

members withdrawing their investments, causing further financial strain, and potentially leading to the collapse 

of the cooperative. If cash flow problems and mounting debt are not addressed, the organization may become 

insolvent, meaning it’s unable to meet its financial obligations. This could ultimately result in the closure of the 

cooperative, impacting not only its members but also the broader community it serves. Financial mismanagement 

can tarnish the reputation of both the cooperative and its members. Stakeholders, including customers, suppliers, 
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and the public, may view the organization unfavorably, damaging its credibility and making it difficult to rebuild 

trust in the future. 

Addressing these multifaceted challenges requires a concentrated effort from all relevant stakeholders 

including local government, and non-governmental organizations through capacity building initiatives, 

regulatory reforms, technology adoption and education programs can help strengthen financial control 

mechanisms within the agricultural cooperatives in Nepal, ensuring their long-term sustainability and adherence 

to cooperative principles. Adapting innovative and iterative solutions such as capacity buildings, infrastructure 

development and policy reforms and improved access to finance and market will unlock the true potential of the 

cooperatives to revitalize the surge in the economy and enhanced livelihoods for smallholder farmers and 

contribute to the overall development of agricultural sector within the country. 

Conclusion and Recommendations 

This study has significantly enriched our understanding of cooperative finance and management in Nepal 

by meticulously examining the financial practices and accounting mechanisms of agricultural cooperatives in the 

Dang District. The cooperative principles of ownership, democratic control, and equitable benefit distribution 

have been reflected in their evolving financial mechanisms. Both financial and management accounting 

mechanisms play a pivotal role in fostering transparency, accountability, and sustainable growth. As these 

practices continue to evolve, they serve as cornerstones for promoting member participation and aligning 

cooperative activities with core principles. The results of the study are an indication that financial and 

management accounting practices in SMEs are contemporary. While Savings and Credit Cooperatives exhibit 

some reluctance toward accounting practices, Multipurpose Cooperatives hold a substantial position in financial 

management. Profit and loss, balance sheet, cash flow statement was found prepared and augmented during the 

closing of the fiscal years, although monthly basis records were also kept intact. The use of fully computerized 

accounting systems (43.6%) was also noteworthy, as it suggested a modern and efficient approach to managing 

financial information. 

It’s interesting to note that management accounting reports are considered more useful, and the respondents 

have more knowledge than financial accounting reports. These data inferred into account 79.3% of the 

respondent’s purpose of preparation of financial report as to know the financial position of the cooperatives. 

Accounting practices were found to bring very high usefulness primarily for costing, budgeting, information for 

decision making, performance evaluation, and strategic analysis. Major challenges faced by both types of 

cooperatives were entailed by the absence of marketing infrastructure and cooperative stalls and lack of technical 

assistance to the members both on production and marketing. Overall, sound financial management is crucial for 

the sustainability and success of cooperative societies, as it ensures efficient use of resources, financial stability, 

and trust among stakeholders. 

By promoting financial transparency, enabling performance evaluation, supporting budgeting and planning, 

optimizing costs, and ensuring compliance and governance, accounting mechanisms lay the foundation for 

effective financial management and decision-making. Implementing strategies such as adopting accrual 

accounting, implementing internal controls, investing in accounting software, providing training and education, 

and engaging professional support can enhance the accounting practices of agriculture cooperatives, 

contributing to their long-term viability and impact on rural communities. Moving forward, it is crucial for 

agricultural cooperatives to prioritize the adoption of robust financial accounting practices, enhance the 
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frequency and quality of financial reporting, and provide relevant training and resources to cooperative 

personnel. It is safe to conclude that the role of financial awareness is a cornerstone in offering and facilitating 

a roadmap for better management control, informed decision-making, and unlocking opportunities for market 

expansion and profit maximization. The findings of this study have the potential to guide cooperative leaders, 

policy makers, and development practitioners in improving financial management and performance in the 

agricultural sector. Adapting to evolving challenges and opportunities requires continuous monitoring, 

evaluation, and adjustment of financial management and accounting systems to ensure the long-term 

sustainability and success of agricultural cooperatives. Through strategic financial decision-making and 

proactive management practices, cooperatives can optimize their performance, increase member satisfaction, 

and achieve their organizational goals. By addressing the gaps and delving into the intricacies of financial 

management in this context, valuable insights can be gained that not only benefit local cooperatives, but also 

contribute to broader cooperative management in Nepal. 

This study emphasizes the importance of robust financial management practices within cooperative 

organizations, particularly in the agricultural sector. It highlights the need for cooperative managers to address 

issues related to financial accounting, accounting mechanisms, and internal control by establishing clear financial 

policies and procedures, conducting regular audits, and implementing effective budgeting and planning processes. 

Additionally, expanding the financial base of agricultural cooperatives is crucial to ensure they have the necessary 

resources to provide effective services to their members. This can be achieved through initiatives such as 

increasing membership contributions, seeking external funding sources, and exploring investment and revenue 

generation opportunities. Furthermore, the study suggests focusing on resource mobilization and utilization, 

including human capital, materials, and finances, for the development of cooperative membership. Continuous 

training and capacity-building programs for cooperative managers and members are also recommended to 

enhance their skills and knowledge in financial management and other relevant areas. By implementing these 

policy recommendations, cooperative organizations can strengthen their financial management practices, 

improve service delivery to members, and contribute more effectively to the socioeconomic development of their 

communities. 
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