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Abstract

Background: Despite calls by scholars for small business owners (SBOs) to seek external consultation from accountants, empirical work demonstrating the relationship between the frequency of various types of services sourced and the perceived benefits obtained remains neglected.

Aim: The purpose of this article was to determine the benefits that SBOs obtain from the frequency by which they source different types of accounting services.

Setting: Survey data were collected from a sample of 422 South African SBOs. Small business owners are defined as those who own a distinct business entity with no more than 200 employees.

Methods: The study followed a quantitative research approach. Structural equation modelling was used to test the hypotheses.

Results: Overall, the study found that the frequency by which different types of accounting services are sourced influences SBOs’ perceptions of the levels of management versus compliance benefits obtained. Results show that SBOs that frequently source the service of submitting income tax returns perceive the relationship with their accountant to provide significant compliance benefits. Small and medium enterprises (SMEs) that source tax planning services and routine accounting services from their accounting practitioners experience significant compliance and management benefits. Results confirm the notion that no significant benefit are gained from year-end accounting services, such as the preparation and audit of annual financial statements.

Conclusions: The study advises SBOs not to limit their perceptions regarding the role of an accountant to that of a compliance officer. The article suggests that by sourcing advisory services more frequently, SMEs could overcome the difficulties associated with an internal lack of financial skills.
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Introduction

Small and medium enterprises (SMEs) play a crucial role in any economy as a key generator of employment and income worldwide (Davidsson 2018). However, the majority of SMEs in emerging economies cannot compete effectively because of their internal resource (i.e. human capital) gap (De Bruyckere et al. 2018; Kamyabi & Devi 2011). Furthermore, whilst finance is the lifeblood of a business (Oseifuah & Manda 2017), financial literacy and financial management skills pose a significant challenge to the growth of SMEs (Fraser, Bhaumik & Wright 2015), particularly in South Africa (Mamabolo, Kerrin & Kele 2017).

In this regard, accountants are known to be the most commonly used small business advisors. However, previous studies have reported mixed results regarding the economic benefits that SMEs obtain from this relationship (Collis 2012; Halabi, Barret & Dyat 2010). Scholars have identified a multitude of inter-related factors affecting the relationship between SMEs and small accounting practitioners (SAPs) (Blomkvist, Johansson & Malmström 2016; Carey & Tanewski 2016). Amongst these, the frequency by which SMEs source different types of accounting services has been suggested as important (Kirby & King 1997; Marriott & Marriott 2000; Nandan 2010). It is argued that where internal financial management skills are limited, SMEs should source a range of different services from their external accounting practitioner to secure both compliance and management benefits (Blackburn & Jarvis 2010; Sarens et al. 2015). Yet, the link between the frequency by which these services are sought and the potential benefits is not clear. This article, therefore, develops and tests a model to establish this link.

Proponents of the resource-based view (RBV) suggest that the resources of a business are fundamental drivers of both performance and competitive advantage (Łobacz & Głodek 2015:489). It is argued that smaller firms are more vulnerable than their larger counterparts because of lack of necessary resources and capability for survival and growth (Kellermanns et al. 2016). Because of these mentioned resource gaps, SMEs are often forced to optimise the use of their external resources to lessen costs and create an advantage. Accountants are educated in analytical techniques and are expected to continuously develop their knowledge base and technical skills to maintain their expertise (Dyer & Ross 2007). According to Prauliņš and Bratka (2014:98), SMEs should use an external accountant for advice which directly affects performance. This advice could include help on how to generate higher revenues, or how to improve management control, regulatory compliance, performance reviews, the business’ financial structure or financial planning. Similarly, Han and Benson (2010) concluded that assistance and advice are valuable for small business owners (SBOs) and entrepreneurs to compensate for their lack of human capital and thus to facilitate overcoming possible problems in managing their businesses. Research evidence suggests that by seeking external advice, SBOs could enhance their learning and capabilities for future decision-making (Sian & Roberts 2009). Small accounting practitioners are therefore able to supply a range of competencies that could support SMEs’ intangible resources and, hence, their competitive advantage (Barbera & Hasso 2013; Kellermanns et al. 2016).

Drawing on the RBV, this article posits that the role of SAPs is to assist SBOs by offering services that overcome the latter’s lack of financial management skills as well managerial, strategic and operational know-how (Kamyabi & Devi 2011) from which they should, in turn, derive benefits. Whilst extensive research has been conducted on the lack of resources, particularly financial resources, which SMEs receive from a supply point of view, little work has explored the cognitive resources of SBOs and how this impacts SME outcomes (Fraser et al. 2015). Despite scholars urging SBOs to seek external consultation from SAPs (Dyer & Ross 2007; Hussain, Salia & Karim 2018) and previous work suggesting that there exist relationships between the types of services sourced from SAPs and the benefits obtained by SBOs (Kirby & King 1997; Marriott & Marriott 2000; Nandan 2010), empirical evidence of these relationships is scarce and fails to provide conclusive evidence on which services offer particular benefits. Therefore, the objective of this article is to address this gap by postulating and testing a model aimed at understanding how the frequency by which SMEs source different types of accounting services influences SBOs’ perceptions of the benefits they obtain from their accountants.

The results that this article contributes are threefold. Firstly, by drawing on the RBV, the article contributes to RBV theory from the perspective of SMEs and how they handle their typical internal resource, knowledge and human capital constraints. Whilst it is evident that resources are fundamental drivers of a business in terms of both performance and competitive advantage (Łobacz & Głodek 2015), current literature fails to account for which of, and how, the various services provided by SAPs contribute from a human capital resources perspective (Bagieńska 2016; Łobacz et al. 2016). This article demonstrates which of the various services offered by SAPs to SBOs provide benefits from a compliance as well as a management perspective and, as such, which of these services are beneficial from a RBV of the firm. Secondly, from a practical perspective, by informing SBOs about the types of services they need to source from their accountants in order to overcome any internal lack of financial and management skills, this article suggests ways for SBOs to secure benefits necessary for the survival and future growth of their businesses. For example, it is recommended that SBOs that lack the required financial management skills to run and grow their businesses should consider sourcing additional services from their SAPs. Finally, from a pedagogical and policy perspective, educators, training providers, banks and business coaches can use these results to encourage SBOs to build a strong relationship with their SAPs and motivate them to source the right combination of services to secure long-term performance and economic sustainability.

Theoretical foundation and hypotheses development

Types of services provided by small accounting practitioners

Literature has broadly categorised accounting services into two segments: (1) traditional accounting services and (2) advisory services (Blackburn & Jarvis 2010; Carey 2008, 2015; Collis 2012; Devi & Samujh 2010).

Traditional accounting services are those services that are offered by the external accountant to prepare accounting information, which is either considered necessary to manage a business properly or mandatory for compliance purposes (Everaert, Sarens & Rommel 2007). Accounting services of this nature can be classified as bookkeeping, monthly reporting, year-end accounting services consisting of statutory and compliance services, as well as the completion and submission of tax returns. Everaert, Sarens and Rommel (2010) further refined the classification of traditional accounting tasks as routine and non-routine tasks. The former are those tasks that require relatively straightforward or standardised procedures. They need less judgement on the part of the accountant (Everaert et al. 2010; Oosthuizen 2018) and typically include record-keeping and monthly reporting. On the contrary, non-routine tasks are more complex and require more judgement from the accountant (Everaert et al. 2010), such as tax compliance and year-end reporting procedures. In line with these classifications, this article analyses the types of services, according to the frequency by which they are sourced, from the accountant. It specifically investigates the relationship between the frequency of types of services sourced (routine and non-routine traditional accounting services) and the perception of benefits received from the said sourced services. Advisory services in this study refer to ‘advice supporting the information needs of management in the operation of the business’ (Carey 2015:168).

According to Bennett and Robson (2000), the advisory services offered to SBOs are closely linked to the goals, objectives and strategic decisions of the business and usually exclude the provision of basic information.

Considering these definitions, advisory services in the context of this article refer to the services offered by SAPs to assist SBOs in managing the liquidity, profitability and growth of their businesses. These exclude all bookkeeping, annual financial reporting and compliance-related services.

Relationship between the frequency by which small business owners source traditional year-end accounting services and the benefits obtained

This article proposes that there is a relationship between the types and frequency of services sourced from the SAP and the benefits that SBOs obtain from this relationship. Traditionally, the role of the external accountant was viewed as only to provide monitoring and compliance services to meet audit and tax-related requirements (Blackburn, Tanewski & Carey 2010b; Carey 2008). Although the accounting profession has witnessed a shift towards the notion that SAPs are increasingly being used for business advisory and support services (Bennett 2007; Dyer & Ross 2007), evidence suggests that SAPs are still overwhelmingly used to provide the traditional accounting services (Collis & Jarvis 2000, 2002; Doving & Gooderham 2008). Devi and Sumujh (2010) reported that SAPs spend 60% of their time on compliance work, consisting mainly of tax filing, compiling annual financial statements (AFS), auditing and secretarial services.

According to Marriott and Marriott (2000), the demand for these traditional year-end accounting services is still mainly driven by regulatory requirements. As a result, these services are often referred to as a ‘distress purchase’ (Blackburn & Jarvis 2010), and their usefulness is questioned. Collis and Jarvis (2000) reported that SBOs perceived their statutory accounts to be useful only if they are viewed in conjunction with other sources of information, to confirm and verify results, or to establish directors’ emoluments. These findings were supported by Marriott and Marriott (2000), who stated that SBOs perceive statutory accounts to have few benefits in supporting decision-making and control. In addition, Kirby and King (1997) suggested that when only basic bookkeeping and compliance services are sourced, clients do not obtain appropriate or adequate information to support planning, decision-making and control. These results are however not surprising in that the purpose of statutory accounts is to provide information to a wide range of users, normally external to the organisation (Halabi et al. 2010; Sian & Roberts 2009).

It is therefore expected that year-end financial reporting services are intended to primarily provide small businesses with tax and audit compliance benefits (Collis & Jarvis 2000; Everaert et al. 2007; Halabi et al. 2010) but very few management benefits (Marriott & Marriott 2000). Nawaz (2012) found that merely one-third of SBOs use the financial information prepared by accountants for internal decision-making purposes. The reasons for these minimal decision-making benefits are the following: (1) year-end financial reports were never intended for internal decision-making purposes. For example, where financial statements were produced explicitly for tax purposes, SBOs believed that they had limited use because the figures were deliberately kept low to reduce their tax liability (Halabi et al. 2010). (2) Financial reporting standards were developed for larger organisations, from the viewpoint that capital markets are the most important user group. Such standards are therefore not always appropriate for medium and smaller entities as the output is aimed at a different set of users with different needs. The existence of ‘unique SME factors, such as close-knit agency relationships and a tendency to aim for survival and stability over profit maximisation and growth’ (Sian & Roberts 2009), is not taken into consideration. In addition, because of their complexity, owners often find it hard to follow accounting reports prepared under the generally accepted accounting rules (Kirby & King 1997). (3) Financial reports are usually outdated by the time they are prepared and presented to SBOs (Sian & Roberts 2009). The annual statements were mainly used to compare income and costs with prior periods or for a confirmatory function. If such an information is to be useful for decision-making and control, it must be timely and produced more frequently (Everaert et al. 2007). (4) McChlery, Godfrey and Meechan (2005) found that 72.6% of respondents in their study felt strongly that the AFS are not useful because they merely replicate their own internal accounts.

Although the majority of research findings point to the fact that small businesses derive very little or no management benefit from these traditional service offerings, some studies have nonetheless indicated several possible benefits: (1) non-compliance, especially tax compliance, may subject the SBO to severe emotional stress (Amoako 2013). Owners are responsible for ensuring that their companies remain compliant with relevant legislations (Carey 2008; Collis 2012; Nandan 2010). Non-compliance may further result in penalties and fines, putting the organisation under financial pressure (Barnardt 2016; Wolmarans & Meintjes 2015). (2) Obtaining contracts from larger companies or government, specifically in South Africa, requires organisations to comply with legislation such as possessing tax clearance, submitting up-to-date financial statements to the Companies and Intellectual Property Commission (CIPC) and complying with Broad Based Black Economic Empowerment (BBBEE) codes (Barnardt 2016). Non-compliance may, therefore, result in a small business not being awarded lucrative contracts. (3) The value of a business is typically determined on the basis of evidence obtained from the financial records and financial statements of the organisation (Nieman & Nieuwenhuizen 2014). Inaccurate or incomplete financial records may therefore adversely affect the value of the business. (4) Compliance further signals a well-controlled environment, resulting in financiers being less willing to grant funding to entrepreneurs who do not adhere to compliance requirements (Agyei-Mensah 2011; Amoako 2013). (5) Collis (2012) has suggested that comprehensive financial reporting and insightful financial analysis lead to improved financial and operational control and that this in itself could significantly increase the chances of a small enterprise prospering through growth. Indeed, a comparative study conducted on six countries, including South Africa, established that by sourcing traditional services from accountants, small businesses are provided with a ‘good deal of generalist advice’ (Schizas, Jarvis & Daskalakis 2012). Burke and Jarratt (2004) reported SAPs to be a good source of operational advice but not to be a high-value source of strategic advice. In addition, Niemi et al. (2016) stated that small businesses which experience financial distress are more likely to utilise external accountants for voluntary audit services in order to obtain management advice. (6) The research by Allee and Yohn (2009) and Collis and Jarvis (2002) indicated that audited financial statements play an agency role in the relationship between small businesses and their banks, resulting in improved access to credit and reduced interest rates.

As stated, previous studies have established a relationship between routine and non-routine transactions and frequency of accounting tasks (i.e. whether the task is performed daily, weekly, monthly or annually) (Everaert et al. 2010; Kamyabi & Devi 2011). Small and medium enterprises typically source traditional accounting services, such as completing tax returns, monthly reporting and audits or independent reviews, on a monthly or on an annual basis. Based on the arguments presented, a commonly accepted view is that SBOs mainly derive compliance benefits, but very few management benefits, when sourcing traditional accounting services from their accountants. The evidence, however, is not conclusive regarding the benefits obtained from such accounting services. This article will, therefore, test the following hypotheses:


H1: There is a positive relationship between the frequency of routine accounting services sourced by SBOs and their perceptions of compliance benefits received from the accounting practitioner.

H2: There is a positive relationship between the frequency of routine accounting services sourced by SBOs and their perceptions of management benefits received from the accounting practitioner.

H3: There is a positive relationship between the frequency of non-routine accounting services sourced by SBOs and their perceptions of compliance benefits received from the accounting practitioner.

H4: There is a positive relationship between the frequency of non-routine accounting services sourced by SBOs and their perceptions of management benefits received from the accounting practitioner.



Relationship between the frequency of sourcing advisory services and benefits obtained

The role of accountants has developed over time from the stereotypical ‘bean counter’ image typically associated with bookkeepers into a role that comprises a much wider range of duties (Jones & Abraham 2007). It has been argued that a general shift in the accounting role has taken place – from mere information provision to extended information facilitation – (Burns & Scapens 2000) and that this has resulted in the expectation that SAPs should progressively move towards being business advisors (Jones & Abraham 2007). Accordingly, these types of practices have expanded their range of services to include different types of advisory services (Devi & Samujh 2010:1).

This shift has sparked a surge in research studies, investigating the advisory role of SAPs. These studies have suggested that if small businesses want to derive benefits from their external accountants, they should source both compliance and advisory services, because compliance services on their own provide limited benefit (Bagieńska 2016; Bennett & Robson 2010; Blackburn et al. 2010b:30; Devi & Samujh 2010; Han & Benson 2010; Łobacz & Głodek 2015; Łobacz et al. 2016; Nandan 2010).

Consequently, it is now commonly accepted that SBOs that regularly source advisory services from their accountants would obtain more benefits from the relationship than those who do not source (Blackburn, Carey & Tanewski 2010a; Carey 2015; Devi & Sumujh 2010).

Studies performed by Bennett and Robson (2010) and Carey (2015) have hypothesised a positive relationship between the sourcing of business advice and financial performance. Nevertheless, the findings of these studies are mixed and inconclusive, leaving room for further investigation of the benefits derived from advisory services. Although there has been an increase in the advisory services offered by accountants, SBOs still do not use external accountants for management accounting and/or advisory services to such an extent that they are provided with all the benefits required (Blackburn et al. 2010a:4; Ciccotosto, Nandan & Smorfitt 2008; Marriott & Marriott 2000). Research has further indicated that there is a reluctance amongst SBOs to actively seek business advice (Blackburn & Jarvis 2010:18,19; Nandan 2010).

An international comparative study by Schizas et al. (2012:24), which investigated the relationship between SBOs and their advisors, found that in developed countries such as Canada, Italy and the United Kingdom, SAPs were perceived to command a very broad range of expertise, encompassing not only traditional competences (such as financial management or tax) but also less traditional ones (such as regulation, advisory and IT operations). Unexpectedly, that paper discovered that in emerging economies, specifically in China and South Africa, the views regarding the role of accountants were much narrower, with SBOs acknowledging just the core skill set of the accountants. The report further indicated that it is possible for practitioners to build a reputation as business experts and, by implication, to survive without relying on compliance work. In South Africa, it is therefore crucial that SAPs focus on promoting advisory services to their clients. Professional bodies should also make a deliberate effort to improve the skillsets of their members. In contrast with traditional accounting services, advisory services are classified as non-routine services, that is, they are sourced on an ad hoc basis (Everaert et al. 2007). The frequency by which SMEs source these types of services may therefore have an impact on the benefits obtained.

Consequently, it is proposed that SBOs that more frequently source advisory services from their external accountants would perceive their relationship as being more beneficial than those who do not source. Evidence on the benefits obtained from advisory services is nonetheless contradictory and inconclusive, and this article will therefore test the following hypotheses (see Figure 1):


H5: There is a positive relationship between the frequency of advisory services sourced by SBOs and their perceptions of compliance benefits received from the accounting practitioner.

H6: There is a positive relationship between the frequency of advisory services sourced by SBOs and their perceptions of management benefits received from the accounting practitioner.
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Methods and sampling procedure

This article addressed the research problem from a positivistic paradigm and used a cross-sectional, ex post facto design. The unit of analysis in the study comprised South African SBOs. The population consists of any person who owns a separate and distinct business entity, including a co-operative enterprise or a non-governmental organisation located in South Africa with less than 200 employees. Because of the practical restrictions associated with probability sampling, the study used a convenient sampling method to collect data.

The survey was administered using both electronic and paper-based questionnaires The survey was manually administered to SBOs at two local (Gauteng) and one national small business network events. The electronic questionnaire was emailed to the database of approximately 6000 South African SBOs. A total of 444 surveys were conducted, of which only 422 responses were usable.

The sample population comprised 32.2% women and 67.8% men. The respondents are considered well educated, with the majority (73.5%) of them having a tertiary or professional qualification. Just over 15% (17.3%) had a national senior certificate. The majority of respondents (70.7%) considered themselves to have a reasonable to very good knowledge and understanding of accounting. Of the respondents, 10% stated to have an expert knowledge and understanding of accounting. Surprisingly, only 19.2% of respondents considered themselves to have basic or no knowledge and understanding of accounting. The SMEs represented in the study consisted of 43.6% micro-enterprises – in other words, enterprises with five or fewer employees. Forty-five per cent could be classified as small or very small enterprises, with more than five but up to 50 employees, whilst 11.6% were classified as medium enterprises, with between 50 and 200 employees. The vast majority (96%) of them could be classified as established businesses operating for longer than 3.5 years. Fifty-three per cent had been in operation for longer than 15 years, 13.2% had been for 12–15 years and 16.5% had been for 7–12 years.

Measures

Two constructs were measured in the study: the frequency by which SMEs source different accounting services and SBOs’ perceptions of the benefits obtained. A list of services that SAPs offer was compiled from various literature sources (Devi & Samujh 2010; Doving & Gooderham 2008; Everaert et al. 2007; McChlery et al. 2005). Twelve items measured the frequency by which SMEs source various accounting services. A five-point direct rating scale was used to measure the frequency (see Table 1). Options varied from ‘1’ representing never, ‘2’ representing less than once a year, ‘3’ representing once a year, ‘4’ representing more than once a year but not monthly and ‘5’ representing very often (monthly).
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The list of benefits included in the questionnaire was obtained from literature sources as justified in the literature review. A four-point direct rating scale was used to judge perceptions of benefits, with ‘1’ representing ‘strongly agree’ and ‘4’ representing ‘strongly disagree’. A list of benefits is presented in Table 2.
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Data analysis

Structural equation modelling (SEM) using Amos (version 24) with maximum likelihood estimation was used to test the relationships between the frequencies by which SMEs source different types of accounting services and the SBOs’ perceptions of benefits. Consistent with recommendations by Hair et al. (2010), SEM analysis was conducted using a two-step approach: (1) the adequacy of the measurement model was assessed and (2) the structural model was tested. As this article used newly developed scales, confirmatory factor analysis was not deemed appropriate. Thus, the reliability, validity and latent factor structure of the scales were determined using exploratory factor analysis (EFA). Principal axis factoring (PAF) with Promax rotation was used to assess the validity of the measuring instruments as it is regarded as a more robust form of factor analysis (Beaumont 2012:5). For all relevant constructs, the Kaiser-Meyer-Olkin measure of sampling adequacy and Bartlett’s test of sphericity were carried out, which indicated that EFA was appropriate. The criterion of eigenvalues > 1 was used to determine the number of factors to be extracted. The reliability of these factors was subsequently determined by using Cronbach’s alpha (α) and a threshold value of > 0.7 (Hair et al. 2010:125).

Results

Exploratory factor analysis and reliability of the measurement model

The underlying factor structure of the 12 items included for different types of services sourced was first assessed. Three items that had a low (< 0.4) or double factor loading were eliminated from the analysis. In this regard, based on EFA, the services relating to tax planning and the completion of annual tax returns were excluded because these items did not adequately load onto any factor. However, services relating to taxation are regarded as fundamental offerings by SAPs. In fact, descriptive analysis conducted in this article revealed that 95% of SBOs use these services to ensure that they remain tax compliant. These items were, therefore, treated as separate endogenous variables when performing further analysis. Although single-item constructs are not recommended, it is permissible when the construct is simple and lacks nuance and complexity (Hair et al. 2010:701). The items indicated adherence to these criteria, as their behaviour is directly observable, and each item is sufficiently different to constitute a single construct. As there were three eigenvalues greater than 1, a three-factor structure was revealed, explaining 73% of the variance in accounting services sourced construct. Table 3 presents the EFA results, factor loadings and Cronbach’s alpha for these factors.
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The items loading onto factor 1 relate to routine accounting services, that is, services which are normally sourced on a monthly basis. The routine services factor demonstrated a sufficient internal consistency, with an α of 0.851. The items loading onto factor 2 consist of start-up advisory services, operational advisory services and strategic advisory services. The items all relate to advisory services and have an acceptable Cronbach’s alpha of 0.878.

Two items loaded onto factor 3, both relating to year-end accounting services. The Cronbach’s alpha was calculated as 0.485, pointing to an insufficient level of internal consistency of the factor items.

Furthermore, the factor loading for audit and independent review services was low (0.427). The statistical tests therefore provided evidence that using these items as manifest variables to measure year-end services as a latent variable may distort the results of further analysis. Although services relating to the preparation of AFS and the audit or independent review of AFS usually are sourced on an annual basis, it is argued that they should be treated separately. The main reason is that, based on this article’s EFA, SMEs hold very different expectations and perceptions about each of these services. Consequently, grouping the services together may lead to distorted findings. Thus, these services are considered as separate sub-factors of non-routine accounting services. The article has therefore identified the following latent variables to represent the frequency by which accountants source different types of services: the preparation of AFS, audit or independent review of AFS, tax planning services, the completion of annual tax returns, routine (monthly accounting services) and advisory services.

Subsequently, the underlying factor structure of the seven items included for the SBOs’ perceptions of benefits obtained was assessed. A two-factor structure was revealed, which explained 77% of the variance in the construct. Table 4 presents the EFA results, factor loadings and Cronbach’s alpha for these two factors: compliance benefits and management benefits. The Cronbach’s alpha was 0.908 for the management benefits factor and 0.757 for the compliance benefits factor, both indicating a sufficient internal consistency reliability.
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Structural model and hypotheses testing

To assess the individual relationships hypothesised in this article, the structural model was assessed to ensure adequate model fit. The structural model demonstrated a good overall fit. The χ2 was 1098.4, with 549 degrees of freedom. As anticipated, the hypothesis of exact fit (root mean square error of approximation [RMSEA] = 0) was rejected, based on a statistically significant p-value of 0.000. The minimum value of the discrepancy, C, divided by the degrees of freedom (CMIN/df) ratio of 2.001 was well below the threshold of 3.

A comparison of the baseline indices indicated an Adjusted Goodness of Fit Index (AGFI) of 0.844 (> 0.8) and a Confirmatory Fit Index (CFI) of 0.944 (> 0.9). The RMSEA is 0.049 and, when assessed at a 90% confidence level, it lies between 0.045 and 0.053, all below the recommended threshold of 0.07. In addition, the Close Fit (PCLOSE) (0.683) is also well above the threshold of 0.05 (Weston & Gore 2006). Figure 2 illustrates the structural model, along with the statistical significance of path coefficients and adjusted r2 scores.
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Hypothesis 1 suggests that there is a positive relationship between the frequency of routine accounting services sourced by SBOs and their perceptions of the compliance benefits received from their accounting practitioner. Support for this hypothesis is evident as reported in Figure 2. Owners of SMEs that frequently source routine accounting services perceived a significant compliance benefit from the SAP (β = 0.129; p < 0.1).

Hypothesis 2 suggests that there is a positive relationship between the frequency of routine accounting services sourced by SBOs and their perceptions of management benefits received from the accounting practitioner. Support for this hypothesis is found as SBOs that sourced routine accounting services reported a significant positive relationship with management benefits from the SAP(β = 0.129; p < 0.05).

Hypothesis 3 suggests that there is a positive relationship between the frequency of non-routine accounting services sourced by SBOs and their perceptions of compliance benefits received from the accounting practitioner. Whilst a significant relationship was not found for the two sub-factors of drafting AFS (β = 0.025; p > 0.1) and Independent Review (IR)/audit (β= 0.023; p > 0.1), a significant relationship was found for the income tax returns service sub-factor (β = 0.126; p < 0.05). Therefore, partial support is found for H3 as only one of the sub-factors of non-routine accounting services sourced by SBOs significantly increased their perceptions of the management benefits received from the SAP.

Hypothesis 4 suggests that there is a positive relationship between the frequency of non-routine accounting services sourced by SBOs and their perceptions of management benefits received from the accounting practitioner. As no significant relationships were found for any of the non-routine services sub-factors (drafting AFS, β = 0.065, p > 0.1; IR/Audit, β = 0.029, p > 0.1; income tax returns, β = 0.015 p > 0.1), H4 is not supported. Interestingly, despite non-routine services such as drafting AFS and the audit or review of AFS showing positive relationships with compliance benefits, the relationships are not statistically significant in predicting management benefits.

Hypothesise 5 suggests that there is a positive relationship between the frequency of advisory services sourced by SBOs and their perceptions of compliance benefits received from the accounting practitioner. A significant relationship was not found for advisory services and compliance benefits (β = 0.006; p > 0.1). Thus, there is no support for H5. However, tax planning services was significantly positively related to SBOs’ perceived compliance benefits (β = 0.126; p < 0.05), which suggests that this form of advisory service offers a compliance benefit.

Hypothesis 6 suggests that there is a positive relationship between the frequency of advisory services sourced by SBOs and their perceptions of management benefits received from the accounting practitioner. Advisory services (β = 0.235; p < 0.001) and tax planning services (β = 0.129; p < 0.05) reported are significantly positively related to management benefits. Thus, support is found for H6. Based on the evidence presented, SMEs that more frequently source tax planning services and routine accounting services from their external accounting practitioners experience significantly more compliance and management benefits.

From the comparison of the variance in both compliance and management benefits exhibited by each service, it could be stated that SMEs which regularly source tax planning services perceive the relationship with their external accountant as most beneficial (β = 0.142), followed by routine accounting services (β = 0.129) and then by the submission of income tax returns (β = 0.126) (see Figure 2). As anticipated, tax-related services provide the highest level of compliance benefit, whereas advisory services provide the highest level of management benefits. The perceptions of those SBOs that only source services related to the preparation of AFS or their independent review/audit are that these services offer limited compliance or management benefits.

Discussion

Literature supports the notion that the frequency by which SMEs source different types of accounting services will affect the benefits of these enterprises obtained from their external accounting practitioners. Accordingly, the regression weights reported, indicating that all types of services have contributed positively towards explaining some degree of the variance in at least one of the potential benefits (management or compliance benefits).

The results further demonstrate that SBOs which source routine accounting services more frequently have a significantly more positive perception about the level of management and compliance benefits they obtain from the relationship with their accounting practitioner than those who use their accounting services less frequently.

As indicated, such services include monthly bookkeeping, management accounting and the filing of Value Added Tax (VAT) returns. It was anticipated that the filing of VAT returns would provide the perception of compliance-related benefits. As bookkeeping is necessary for compiling AFS and management accounts, it was anticipated for this service to provide the impression of compliance and management-related benefits.

There is abundant literature on the necessity and management benefits that SMEs could obtain from the use of management accounting information (Brijlal, Enow & Isaacs 2014; Devi & Samujh 2010; Lavia López & Hiebl 2015; Marriott & Marriott 2000; Nandan 2010). Failing to reject the hypotheses that there are significant positive relationships between the frequency by which SMEs source routine accounting services and SBOs’ perceptions of both compliance and management benefits obtained was therefore not surprising.

In line with expectations, this article further found that SBOs that frequently source services relating to the filing of income tax returns had a significantly higher perception about the level of compliance benefits obtained from the said relationship. The article also reported a weak negative relationship between SBOs that frequently used their accountants to file income tax returns and their perceptions of management benefits.

To date, there has been an ongoing debate as to whether these types of services provide any form of benefit to SBOs. In most jurisdictions, including South Africa, drafting of the AFS and an independent audit or review of such statements are compulsory, which explains the rate of frequency by which these services are sourced, and compliance benefits are therefore expected. Previous studies have suggested that SMEs could obtain the following benefits from preparing AFs: (1) improved operational control (Burke & Jarratt 2004; Collis 2012; Schizas et al. 2012), (2) financing benefits (Agyei-Mensah 2011; Allee & Yohn 2009; Amoako 2013; Collis & Jarvis 2002) and (3) improved operational management (Niemi et al. 2016:169). This article, therefore, hypothesised significant positive relationships between the frequency by which SMEs source services related to the drafting and audit or review of financial statements and their perceptions of both compliance and management benefits received. However, contrary to these hypotheses, no significant relationship was found. Based on the perceptions of SBOs, the article therefore supports the views of scholars such as Halabi et al. (2010), Kirby and King (1997) and Sian and Roberts (2009) that services relating to the preparation and review of AFS offer limited benefit to SMEs beyond that of compliance. Although the South African Companies Act (2008) requires that companies have to submit audited or reviewed AFS to the CIPC, this article suggests that SBOs do not consider the accountants’ role in fulfilling this requirement as adding significant compliance benefits. In addition to compliance benefits, literature also suggests that these services could offer management benefits in the form of improved operational control and management and financial benefits. However, this article reported no significant relationships between services relating to the preparation and audit or review of financial statements and management benefits. The researcher would however recommend caution when interpreting these results. The results indicate that whilst SBOs perceive these services to offer limited benefit, it does not suggest that the preparation and audit or review of AFS are not necessary, or that it does not provide any benefit to the SME. What the results do however imply is that SMEs that source services relating just to the preparation and review of AFS from their accountants should not expect to gain benefits relating to enhanced decision-making, operational control or strategic and operational management.

A possible explanation for why SBOs entertain the perception that they gain significant compliance benefits from the filing of income tax returns, but not from the service related to the preparation and review of AFS, may lie in the harsh fines and penalties imposed by the South African Revenue Service (SARS) on individuals and businesses that are found non-tax compliant. In comparison, the implications for those that do not meet the requirements of the Companies Act are limited. This notion was supported by Amoako (2013), who proposed that non-compliance, especially tax compliance, subjects the SBO to severe emotional stress.

The severe impact on SBOs, when their business was not tax-compliant, was also emphasised by Barnardt (2016) and Wolmarans and Meintjes (2015). Niemi et al. (2016), in fact, found that SBOs that regularly source tax-related services from their external accountant were less likely to source voluntary audit services.

In addition, this article also found a significant positive relationship between the frequency by which SMEs source tax planning advice and their perceptions about the level of compliance and management benefits obtained. As such, it is suggested that by sourcing tax-related services (tax returns and tax advisory services) SMEs could gain more compliance and management benefits.

It is broadly accepted that SBOs that regularly source advisory services from their accountants obtain more benefit from the relationship than those who do not have such relationships (Blackburn et al. 2010a; Carey 2015; Devi & Samujh 2010). The hypotheses tested indicate that there is a significant positive relationship between the frequency by which SMEs source advisory-type services (both general advisory and tax planning) and the perception of the level of management benefits obtained. Despite these perceived benefits, the results of this article reveal that the majority of SMEs (over 50%) have never used the advisory services offered by a SAP. This may explain why previous studies have reported mixed results regarding the benefits obtained from the relationship with an external accountant. Furthermore, these results suggest that there is much room for more SBOs to make use of advisory services given that most do not use these services despite their substantial management benefits. By seeking external business advice, SBOs have been documented as having enhanced their learning and capabilities for future decision-making (Blomkvist et al. 2016; Sian & Roberts 2009).

Previous research has also indicated that as a consequence, additional benefits, such as faster adaption to the environment, optimised resource management, growth and, ultimately, better performance, may occur (Carey 2015; Lavia López & Hiebl 2015). This article empirically supports this work. As expected, results from the empirical tests indicated that there is no significant relationship between sourcing advisory services and obtaining compliance benefits. Similarly, there is no significant relationship between sourcing compliance-related services and the perception of management benefits obtained.

Conclusions and contributions

According to the RBV, accountants, as skilled professionals, are seen to be excellently positioned to assist SMEs in overcoming the constraints resulting from inadequate internal financial management skills. The literature is, however, inconclusive as to whether SBOs do, in fact, perceive the relationship with their external accounting practitioner as beneficial. However, to ensure that SMEs obtain the benefits associated with effective financial management from their accountants, it is necessary for them to source a wide range of services from the external accounting practitioner. The results of this paper demonstrate that various significant relationships exist between the frequency by which SMEs source different types of accounting services and the perception of benefits obtained. The findings present insights into how SMEs could enhance the benefits they get from their external accountant by sourcing certain types of services more frequently. In so doing, this research offers a number of unique contributions of both theoretical and practical significance.

Firstly, from a theoretical perspective, by drawing on the RBV, this article contributes to RBV theory through the lens of SMEs and their financial as well as human capital. Whilst it is evident that resources are fundamental drivers of a business in terms of both performance and competitive advantage (Łobacz & Głodek 2015), until now it was not clear which of, and how, the various services provided by SAPs contribute from a human capital resources perspective (Han & Benson 2010). This article demonstrated which of the various services offered by SAPs to SBOs provide benefits from a compliance or management perspective and, as such, which of these services are beneficial from an RBV of the firm.

Secondly, from a practical perspective, by informing SBOs about the types of services they need to source from their accountants to overcome any internal lack of financial and management skills, this article suggests ways for SBOs to secure benefits necessary for the survival and future growth of their businesses. For example, it is recommended that SBOs that lack the required financial management skills to run and grow their businesses should consider sourcing additional services from their SAPs. In particular, the article showed that SMEs that more frequently source routine accounting services (e.g. monthly accounting and bookkeeping) from their SAPs perceived the relationship as not only providing significant compliance benefits, but also significant management benefits. Monthly accounting and bookkeeping services are generally sourced by SMEs that do not employ an internal accountant. It is therefore recommended that owners of start-up businesses that cannot afford the services of a full-time accountant source routine accounting services from an external accountant. This could assist them in overcoming any difficulties associated with the lack of financial management skills. It is, however, suggested that these services are sourced from a competent professional accountant. In terms of tax-related services (tax returns and tax planning services), this article further suggests that SMEs which source such services more frequently could obtain more compliance and management benefits than those that source them less frequently. It is therefore advised that SMEs start by sourcing these services from their accountants.

Finally, the practical implications of the findings of this study are that it is vital to ensure that these skills are transferred from SAPs and their services to the SMEs and SBOs. Furthermore, it is crucial for SMEs to source the right combination of services from their SAPs. Based on the empirical results reported in this article, it is advised that SBOs, specifically those that lack accounting or financial management skills and who are unable to afford the services of a dedicated accountant, outsource their routine accounting tasks to a professional accountant. This article provides evidence supporting the notion that SMEs that regularly source advisory services from their external accounting practitioner obtain greater levels of management benefits. It is therefore recommended that SBOs more frequently use their accountants as a source of business advice. Such advice may be specifically helpful for entrepreneurial ventures when faced with profitability, liquidity, growth or finance-related issues. In addition, from a pedagogical and policy perspective, educators, training providers, banks and business coaches can use these results to encourage SBOs to build a strong relationship with their SAPs and motivate them to source the right combination of services to secure long-term economic sustainability.

Limitations and future research recommendations

Whilst the findings of this article offer important insights into the value of SAPs in the small business context and from an RBV perspective, there are some limitations that should also be acknowledged. Firstly, a non-probability sampling method was used in this study. Thus, caution should be applied when generalising the results to the entire population of SBOs in South Africa. At the same time, the data are based on a South African sample and, thus, the findings principally apply to South Africa, and similar emerging economy contexts. Thus, there is an opportunity for future research to investigate these relationships in the context of an advanced economy. Secondly, the sample in this study comprised a significant proportion of well-educated (tertiary qualified) SBOs that also had a relatively longer experience as an SBO. Thus, future research could compare more experienced and educated subgroups with less experienced and educated sub-groups in terms of their perceived benefits received from the services of a SAP. It is indeed likely that these factors will moderate the relationship. Finally, moderators were not included in this study, which are acknowledged as a further limitation. There is a future opportunity to examine other contextual moderators of the relationship, for example, by comparing the results of an advanced economy with that of an emerging economy.
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TABLE 2: Questionnaire items for measuring the perception about benefits.
Number Statement

1 The services sourced from my accountant help to overcome the financial
skills lacking within my business.

2. The services | source from my accountant enhance my ability in managing
my business strategically.

3. The services | source from my accountant help my business to remain tax
compliant.

4. The services | source from my accountant contribute to my business's
compliance with relevant laws and regulations.

5. The financial information | receive from my accountant supports my
business decisions.

6. The financial information | receive from my accountant is useful as an
operational tool in controlling my business.

7l The financial information | obtain from my accountant is mainly prepared
because it is required for external reporting to banks, creditors, SARS and
the CIPC.

8. | understand the financial information | receive from my accountant.

9. The financial information obtained from my accountant is useful in

managing my business.

10. Where applicable my accountant explains the financial information he or
she prepared.

11. My accountant assists me in using the financial information prepared to
better manage my business.

12. Overall, | would rank the relationship between my accountant and me as
beneficial to my business.

CIPC, Companies and Intellectual Property Commission; SARS, South African Revenue
Service.
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Accounting service questionnaire items.
Number Services

Bookkeeping services
2 Management accounts
3 Drafting annual financial statements

4 Audit or independent review of annual financial statements
5. Filing VAT returns

6. Filing income tax returns
7

8

9

Tax planning and tax advisory services
Payroll and PAYE services
Secretarial services (CIPC and other regulatory services)

10. Advisory services relating to the start-up of a new business including
business plans and obtaining start-up finance

11. Advisory services relating to the operational financial management of
the business (such as budgeting, cash flow management and profit
improvement programmes)

12. Advisory services relating to strategic financial management of the
business (such as growth and expansion decisions, capital investment
decisions and acquiring additional finance)

VAT, Value Added Tax; PAYE, Pay-as-you-earn; CIPC, Companies and Intellectual Property
Commission.
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TABLE 4: Pattern matrix for small business owners’ perceptions about benefits.

Variable Benefits factor
Management Compliance
benefits benefits

Manage the business 0.549 -

Tax compliance - 0872
Legal compliance - 0693
Decision-making 0.826 -
Operational control and management 0918 -
Strategic management 0.892 -
Assistance to use information 0782 -

Cronbach’s alpha 0.908 0.757
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TABLE 3: Pattern matrix for the frequency of different types of services sourced.

Variable Types of services factor
Routine Advisory Year-end
accounting services accounting
services services
Drafting AFS - - 0731
Audit/independent review - : 0.427
VAT returns 0833 - -
Payroll and PAYE 0724 - -
Start-up advice - 0765 -
Operational advice = 0.810 -
Strategic advice - 0933 -
Bookkeeping 0797 - -
Management accounting 0.702 - -
Cronbach’s alpha 0.851 0.878 0485

AFS, annual financial statement; PAYE, Pay-as-you-earn.
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