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Abstract: This study aims to identify the factors that affect Iranian manufacturing SMEs’ decision to outsource
management accounting functions (practices). In total, 658 completed usable questionnaires were obtained from
owner/managers of Iranian manufacturing SME firms. This study used the transaction cost economics (TCE)
and resource-based perspectives to develop the research model. Data was analysed using multiple linear
regression. This study found that, asset specificity, behavioral uncertainty, trust in accountant, technical
competence and degree of competition, are significantly associated with the outsourcing of management
accounting functions. Environmental uncertainty, however, was not significantly associated with management
accounting outsourcing. Findings imply that if professional accountants are to expand their services to SMEs,
they should enhance their multidisciplinary skills and expertise and move from the traditional compliance role
to become a knowledge professional. This study contributes to extant management accounting outsourcing
literature by evidencing the applicability of the TCE and RBV perspectives in an emerging economy. 
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INTRODUCTION accounting outsourcing may empower SMEs to achieve

Business  environments are increasingly unstable Despite management accounting’s importance  for
and unpredictable as a consequence of economic the SME sector, management accounting outsourcing
globalization, technological change, market maturity, research still remains a neglected and considered an
customers’ increasing demands and stiffer competition. unfashionable area [5]. It is clear that SMEs are and will
Hence, business management has become more remain the backbone of most developing economies,
complicated [1]. In such business environment, the given that they are an important source of overall job
sustainability of many Small and Medium Enterprises creation and employment opportunities [6]. There is a
(SMEs) is threatened and SMEs face significant need to continuously address mechanisms to enhance
challenges due to resource constraints [2]. To overcome SME efficiency to yield increasing social and economic
such challenges, it  is  suggested  that  SMEs  should returns in all economies. In this paper, the focus is on
outsource their activities by shifting what they Iran, an emerging economy in Asia and examines a
traditionally handled in-house [3, 4] and particularly, their potential mechanism, outsourcing of management
management accounting systems. SMEs face different accounting functions by Iranian SMEs in the
problems compared to large firms in the context of manufacturing sector. 
management accounting information  needs  [5]. There is limited investigation of factors influencing
Generally, the larger firms’ management accounting SMEs  decision  to  outsource in the area of accounting
information need is perceived to be greater than that of [7, 1]. Whilst there has been some investigation of the
SMEs [5]. On the contrary, in the face of greater outsourcing of financial accounting functions (i.e.
complexities  and  given  SMEs tendency to fail, timely bookkeeping work, financial statements preparation and
and accurate management accounting information is period-end accounting work) using a transaction cost
particularly important to SMEs for allocation decisions economics perspective [7], a comprehensive investigation
and better resource management [5]. Hence, management of the management accounting outsourcing is missing.

their competitive advantage [3, 4]. 
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Therefore, this paper draws on both the transaction cost Management Accounting and the Role of Professional
economics (TCE) and resource-based (RBV) perspectives Accountants in SMEs: Accounting can be generally
to examine factors that influence the SMEs’ propensity to categorized into providing financial and management
outsource their management accounting functions to accounting information. Financial accounting information
external professional accountants. In this context, specific is for needed of external reporting, but management
independent variables, asset specificity, environmental accounting is for needed for internal managerial decision-
uncertainty behavioral uncertainty, trust in accountant, making purposes. However, in SME environment, the
technical competence, degree of competition and their current demand for the financial accounting information
relationship with management accounting outsourcing are is driven by regulatory requirements, therefore, there is
examined. This study extends Everaert et al. [7] little ‘added-value’ to SMEs from the production of
conducted in a developed European economy, Belgium, statutory accounts [12]. Whereas, management
in three ways. Firstly, this study further incorporates two accounting is a value added process that “focuses on
additional variables, technical competence and degree of information processing, planning and coordination
competition derived from the RBV perspective and one activities in order to provide a rational basis for business
variable, trust derived from TCE perspective that is decisions” [5]. Therefore, in the present knowledge
relevant in an emerging economy context. Secondly, the economy, management accounting information is critical
study focuses on the management accounting in managing SMEs, moving from a passive role (for
outsourcing that is distinct from the outsourcing of decision making) to taking a more proactive role in
financial accounting (more external reporting) functions. strategic and resource management decisions [12, 5]. As
Typically, such financial accounting functions are many SMEs fail because they do not have reliable internal
mandatory and regulated and do not entail much information to make managerial decisions [13], SMEs need
involvement of the SME owner/manager in making the to obtain accurate and reliable management accounting
outsourcing decision [8]. Finally, this study investigates information from the in-house accountant. Given the
outsourcing based on a combination of RBV and TCE importance of SMEs within any economy, it is believed
perspectives. Moreover, most outsourcing studies have that SMEs’ need for accurate, timely and reliable
been conducted in the context of advanced industrial management accounting information cannot be neglected
economies and it is debatable whether such evidence is [12]. However, most SMEs lack in-house accountants to
applicable to emerging economies such as Iran [9] due to provide such information [13]. Therefore, they resort to
differing institutional contexts and levels of state external professional accountant to better manage their
intervention in economic activities [2]. resources [12, 10]. This is more important for Iran and

The remainder of the discussion is organized as emerging economies because they have limited number of
follows: Section 2 reviews the extant outsourcing accountants to work in-house [11]. In this context,
literature and develops hypotheses using the TCE and management accounting outsourcing is an opportunity
RBV perspectives on outsourcing of management for SMEs to sustain a competitive advantage in the
accounting practices. Section 3 discusses the materials business environment simply because outsourcing such
and methods, followed by Section 4 on the findings. functions may relieve the smaller firms of huge
Section 5 discusses the results and the implications for investments in capacity building [4, 5].
future research.

Theoretical Framework and Hypotheses Development:
Literature Review The transaction cost economics (TCE) theory introduced
Outsourcing: Accounting outsourcing refers to by Coase [14], conjectures that there are costs for a firm to
transferring all or part of accounting functions to an provide an activity internally, which is termed the
external professional accountant in order to cut cost, production cost while the cost of purchasing an activity
obtain competitiveness or gain access to expertise and is termed a transaction cost [15]. Hence, transaction costs
skills [10]. In Iran, the term “professional accountant” include the direct and indirect costs of negotiating,
refers to members of Iranian Association of Certified monitoring and enforcing explicit and implicit contracts
Public Accountants (IACPA) and the partners of between firms and service providers [16]. TCE perspective
accounting firms with valid practising certificates who can premises  that  a   firm   seeks   to   balance  transaction
hold themselves out as CPAs and set up firms providing and production costs in their decision to internalize
accounting, audit, tax and other services [11]. (insource)  or  externalize  (outsource) a function [16, 17].
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Effectively, TCE theory explains why some firms choose specificity, the search for a professional accountant will
to make whilst others purchase [15]. Firms provide a
service function internally when it is economically more
cost effective than purchasing the same service function
on the open market [15]. Therefore, the higher the
transaction cost, the more likely that the function is
provided within the firm rather than purchasing (e.g.
outsourcing) [18]. The transaction costs associated with
any function depend on key factors associated with the
function such as asset specificity, environmental
uncertainty, behavioral uncertainty [18 1, 7, 17] and trust
in accountant [19, 20].

Resource Based View (RBV) originated by Penrose
[21] and has been employed for outsourcing decisions,
shifting the attention from transaction costs and
opportunism to competitive advantage [22]. However, the
central tenet in RBV is that unique organisational
resources are the real source of competitive advantage
[22]. RBV notes that SMEs are vulnerable in the sense of
lacking the necessary competencies for survival [23].
Furthermore, the RBV has been become a useful
framework to outsourcing of accounting functions when
SMEs face with competitive pressure [23, 11]. Hence, the
RBV explains that the technical competence and degree of
competition are vital factors affecting a firm’s decision to
outsourcing of accounting functions [23, 24].

Asset Specificity: Asset specificity is one of the critical
factors affecting outsourcing intensity in both TCE and
RBV perspectives [25, 18]. High asset specificity signifies
costs that do not have value outside the transaction [8].
The costs can be in the form of physical asset specificity
such as specific equipment and machinery or human asset
specificity such as level of specialized knowledge
involved in the transaction [25, 18]. Physical and human
asset specificity can be non-specific (i.e. highly
standardized), idiosyncratic (e.g. highly customized to the
firm) or mixed (i.e. incorporating standardized and
customized elements in the transaction) [25, 18]. In the
accounting context, physical assets refer to the
accounting software and human asset refer to information,
knowledge or human capital, which may be acquired from
the market [7]. In fact, human assets are specific when
accountants need specialized knowledge of the specific
characteristics of the company in order to perform a
specific management accounting function [7]. RBV asserts
that outsourcing decision is determined by the degree to
which the firm can develop an idiosyncratic knowledge
and routines and skills produced within the firm [25, 26].
In addition, TCE indicates that when the management
accounting   practices   involve    high    levels    of   asset

be longer and the contractual negotiations more
contentious [26, 8]. As a result, it may be preferable to
insource to avoid high transaction costs and permit more
frequent adaptations [26, 15, 1]. However, as management
accounting functions become more customized to a firm
and more specialized, asset specificity rises and,
accordingly, shifting management accounting functions
to a professional (external) accountant can be difficult and
costly [8]. Consequently, it is hypothesized that:

H1: The higher the level of the asset specificity of
management accounting functions, the less likely it
is that management accounting functions will be
outsourced

Environmental Uncertainty: In the accounting context,
environmental uncertainty involves the predictability and
stability of the workload related to accounting functions
as a result of the volatility (instability) of business
activities [7]. In management accounting practices, if
business activities are volatile (e.g. unstable accounting
functions due to changes in corporate structure,
acquisitions or plant closures; unstable number of
purchase and sales invoices as a consequence of
seasonal trends, etc), the workload related to sequential
accounting practices also becomes unpredictable and
unstable [7]. Consequently, TCE asserts that if firms can
predict and organize the workload related to their
management accounting practices correctly, the
transaction costs should be low and firms will outsource
such functions [27]. Conversely, low predictability and
stability of the workload related to management
accounting practices produces high transaction costs,
because contractual agreements with a professional
accountant may need to be  renegotiated  and  changed
[1, 4, 7] This needs time that the owner/managers of SMEs
may not have and diminishes the flexibility required to
deal with these fluctuations in the workload related to
management accounting functions in a timely fashion [8].
As a result, the original argument maintains that a high
environmental uncertainty in management accounting
functions, contracting will be incomplete, transaction
costs will rise and it is time-consuming to attain a
reasonable  agreement  with  a  professional accountant
[1, 3]. TCE indicates that in highly environmental
uncertainty, firms prefer to carry out their management
accounting functions internally, believing that they can
favorably respond to the market more quickly than
external (professional) accountants  can  do  [27, 1].
Hence, the first hypothesis based on the above
discussion is as follows:
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H2: The higher the degree of environmental uncertainty purposes of the transactor’s own gain” [30]. According to
in management accounting functions, the less likely TCE, the main purpose of different parties (client and
it is that management accounting functions will be external service provider) is to lessen the degree of
outsourced opportunism [19]. TCE argues when trust is enhanced and

Behavioral Uncertainty: In the context of a service opportunism will be diminished [19]. Therefore, trust
function, behavioral uncertainty relates to difficulty of between the firm and external (professional) accountant
appraising whether a function is effectively carried out or reduces the costs of transaction by diminishing threat of
whether a service provider has performed the function in opportunism [29]. For instance, if the professional
accordance with contractual obligations [17, 1]. Similarly, accountant and the management of the SME sustain a
in the accounting context, “behavioral uncertainty can be trust-based relationship, opportunism will not be of
interpreted as the difficulty of evaluating whether the concern [19, 20]. Accordingly, TCE supports the view that
accountant did the job accurately and to the best of his or when there is trust, the formal control mechanisms may be
her ability” [7]. Everaert et al. [7] concluded that “high reduced and firm tends to outsource their service
behavioral uncertainty causes high transaction costs, due functions [31, 19]. Overall, the higher the perceived trust
to writing, negotiating, monitoring and enforcing in professional accountants, the higher is the likelihood
contracts, all done to prevent opportunistic behavior”. that the owner-managers of SMEs will choose to
Accordingly, when a firm cannot assess the quality of outsource   their   management   accounting  functions
performance related to the processing of a management [31, 19, 20]. As a result, the following hypothesis is
accounting function accurately, adequate contracts with proposed:
professional accountant will be costly to draft [7, 8]. For
instance, if it is difficult to assess the professional H4: The higher the level of trust of the SME
accountant’s performance, then TCE argues that the owner/manager in the professional accountant, the
management accounting functions will not be outsourced, more likely it is that management accounting
as the owner/manager of the SME chooses to monitor and functions will be outsourced 
control the performance of in- house accountant directly
[28, 1, 8]. As a result, the TCE prediction is that higher Technical Competence: Technical competence of
behavioral uncertainty in management accounting professional accountant derived by Gooderham et al. [23]
functions increases the costs of transaction and the which has developed from the RBV - has influenced
management accounting functions will be performed significantly outsourcing decisions. One of the objectives
internally [1,7]. Accordingly, based on the discussion of the RBV is to help owner/managers to realize why
above, the hypothesis is proposed as follows: competence is perceived as a firms’ most valuable asset

H3: The higher the degree of behavioral uncertainty in outsourcing decision [2]. However, technical competence
management accounting functions, the less likely it of professional accountant ascribes to suitable
is that management accounting functions will be qualifications, experience, essential specialized skills,
outsourced industry specialization and technological expertise [32].

Trust in the Professional Accountant: The definition of competence of how accounting information should be
trust entails that the SME owner-managers expect that (1) provided and used to aid decision-making [11, 23]. It is
professional accountants are expert and capable, (2) argued that external professional accountants are well
professional accountants will behave in a consistent way placed to provide a comparative advantage over internal
and (3) professional accountant will charge fairly for accountants because they possess suitable qualifications,
accounting activities provided [7]. Trust in external experience, essential specialized skills, industry
service provider is developed via relationship between specialization  and  the  latest  technological resources
parties to minimize potential opportunism [29]. [32, 5, 12]. Hence, professional accountants enable SMEs
“Opportunism describes a condition of self-interest to obtain a broader perspective of both their information
seeking with guile that includes propensities to processing capacity and information needs, so that it is
disseminate, distort, fail to disclose and otherwise act in expected that SMEs applying them to achieve higher
an untrustworthy and even fraudulent manner for degrees of competitive advantage [2]. RBV explains that

both parties feel confident in their relationship, the

and to understand how those assets may influence

Indeed, many of SME managements lack technical
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a firm with a rich competence base can be organized for
undertaking its activity within the firm, while for those
firms that are lack of competence; outsourcing is more
appropriate [23, 3]. Overall, central to the outsourcing
decision is the issue of whether or not an external
professional accountant can process a function better
than  in-house  accountant  [20]. Owner/managers of
SMEs  who  find  that  a   professional   accountant is
more technical competence than internal accountant
would likely outsource their management accounting
functions in the absence of any tension due to the need
to monitor and control a function [11, 20]. Consequently,
the earlier arguments are summarized in the following
hypothesis:

H5: The stronger the perception that external
(professional) accountants are more technically H6: The stronger the competitive pressures faced by the
competent than the in-house accountants, the more company, the more likely it is that management
likely it is that management accounting functions will accounting functions will be outsourced 
be outsourced 

Degree of Competition: Resource-based view (RBV) in Figure 1.
identified a number of dimensions that make smaller firms
more vulnerable than larger firms [23, 24]. Those MATERIAL AND METHODS
dimensions are competitive pressures and insufficient
competencies for survival [23, 24]. Consequently, many Data  Collection:  Following  the  definition  of  SMEs in
companies have broadened the scope of outsourcing to Iran  [24],  we  limited  our  sample to firms employing
cover essential activities because of keen market fewer than 250 employees, while excluding micro-firms
competition and the pressure to stay lean [1, 4]. with fewer than 10 employees because these enterprises
Outsourcing of management accounting functions is the hardly have any option between insourcing and
preferred strategy of many SMEs to stay lean in outsourcing  of  management accounting functions [7].
competitive market [1]. Using RBV, Gooderham et al. [23] We  utilized  the  Iran Small Industries and Industrial Parks
assert that smaller firm is not able to survive as Organization (ISIPO) database (http://www.iraniec.ir),
competitive pressures intensify because its narrow excluding services and public companies and included
resource base does not allow it to adapt its products. In only  manufacturing  sector.  This  resulted  in a
such circumstances, management accounting outsourcing population of 17,100 enterprises. Then, we selected a
is a major managerial method to obtain competitive sample of 1750 manufacturing SMEs randomly, using a
advantage while competitive pressures intensify [5, 12] systematic probability method. A questionnaire was
Accordingly, RBV would also lead to suppose that SMEs designed and developed based  on  prior  studies as
utilize professional accountants when they face discussed  in Table 1 and then the questionnaires were
competitive pressures as a function of the resources at sent to each selected SME owner/manager by post mail
the disposal of the firm [23, 24]. Therefore, degree of on 5 March 2010. However, we finally had only 658 usable
competition appears an important variable to this study responses, representing an effective response rate of 38
when one considers the varying competition intensity percent.
experienced by SMEs [1, 4, 23]. As management
accounting outsourcing can assist greater specialisation Variable Measurement: The dependent and independent
and efficiencies, a higher degree of outsourcing is variables were measured and rated on a seven point
expected for those SMEs that are faced with high levels of Likert-type scale and found adequately high Cronbach’s
competition intensity [1, 4]. Accordingly, the above alpha for all variables (above 70%). Table 1 present the
arguments are summarised in the following hypothesis: details of the variable measurement. 

Fig. 1: Research model

Based on earlier discussion, the research model is shown
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Table1: Reliability and validity statistics for all items
Items Mean SD  Item to item correlation  Factor Loading
Outsourcing (alpha=0.94)
1. Product costing 4.38 1.83 0.87 0.929
2.Budgeting / forecasting
 (e.g., annual budgeting and  capital budgeting) 4.33 1.89 0.833 0.906
3.Client profitability analysis 4.37 1.9 0.849 0.916
4.Strategic Planning 4.37 1.81 0.872 0.93
Asset specificity(alpha=0.980)
1.To process the central element of management 3.34 1.69 0.944 0.964
accounting task (product costing)  the accountant 
needs to obtain firm specific information
2.To perform the  other  management accounting 3.38 1.69 0.948 0.967
functions  (i.e. strategic planning, capital 
budgeting, client profitability analysis ) the 
accountant needs to obtain firm-specific information
3.The way we perform the management accounting 3.4 1.71 0.944 0.964
functions is unique to our firm
4. It would be costly in terms of time and 3.28 1.61 0.921 0.95
resources to switch to an external professional 
accountant  at the end of the financial year 
5.The accounting software is 
custom-tailored to our firm 3.3 1.67 0.944 0.964
Environmental uncertainty (alpha=0.85)
1.During the previous year, there was 3.93 2.05 0.74 0.888
a lot of variation in the workload related 
to central element of management 
accounting task (product costing)
2. During the previous year, there was a 3.56 1.97 0.729 0.882
lot of variation in the workload related to 
other  management accounting functions
(i.e. strategic planning, capital budgeting,
client profitability analysis )
3.During the previous year, there were 3.61 2.1 0.708 0.869
relevant changes in the business organization 
of the company (e.g., acquisitions, 
changes in corporate structure)
Behavioral uncertainty (alpha=0 .93)
1. Product costing 4.65 2.044 0.845 0.915
2.Budgeting / forecasting (e.g., annual 
budgeting and  capital budgeting) 4.49 1.945 0.8 0.885
3. Client profitability analysis 4.42 1.812 0.843 0.913
4. Strategic Planning 4.49 1.962 0.858 0.923
Trust in accountant (alpha=0.932)
1. Owner/manager has confidence that 4.6 2.109 0.841 0.912
the professional accountant will treat 
us fairly, this means to correctly charge 
for the performed duties
2. Owner/manager has confidence 4.51 2.064 0.835 0.908
that the professional accountant 
will inform us correctly
3. Owner/manager has confidence that 4.73 2.095 0.848 0.916
the professional accountant will 
accurately perform the duties
4.The relationship between the 4.96 2.219 0.834 0.907
SME and the professional accountant 
is based on trust
Technical competence (alpha=0.94)
1.Specialized industry wide knowledge 5.05 1.94 0.86 0.907
 2.Expertise in internal control 5.1 1.88 0.882 0.924
3.Experience and qualifications 5.19 1.89 0.865 0.913
4.Depth of understanding of your firm 5.1 1.84 0.84 0.894
5.Expertise in computerized information
systems (CIS) accounting 5.1 1.92 0.789 0.855
6.Expertise in risk management 4.44 2.1 0.714 0.792
Degree of competition (alpha=0.84)
1.Product characteristics 4.81 1.89 0.662 0.788
2.Promotional strategies among rivals 4.6 1.83 0.659 0.791
3.Access to distribution channels 4.64 1.77 0.747 0.854
4.Service strategies to customers 4.94 1.72 0.677 0.803
5.Product variety 4.67 1.92 0.624 0.759
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Dependent Variable: Outsourcing intensity: In order to statement on a 7-point Likert scale with the range from 1-
achieve the objective of this research, this study totally disagree to 7-totally agree (Table 1) [7, 20].
identified  four types of management accounting
functions (Table 1) applicable in the Iranian SME sector Technical Competence: Similar to Gooderhan et al. [23],
[11]. We used the measurement developed by Espino- respondents were asked to indicate degree to which the
Rodríguez et al. [26] and Lamminmaki [1] and respondents firm perceives its professional accountant as a technical
were asked to indicate the level of management competent source of management accounting functions
accounting functions outsourcing on a 7-point Likert type in each item (Table 1), using 7-point Likert scale where (1-
scale, with 1= not outsourced and 7= totally outsourced. very limited competence and 7 = very highly competent).
The variable details are seen in Table 1.

Independent Variables developed by Rivard et al. [33] and Lamminmaki [1,4],
Asset Specificity: Accounting functions are particularly asking respondents to record the intensity of their firm
people-intensive and the human asset specificity measure competition on a 7-point Likert scale (1- very weak
was based primarily on human asset [7, 8]. As shown in competition and 7- very fierce competition). Details are
Table 1, items 1, 2, 3 and 4 are related to human assets and shown in Table 1.
are specific when accountants need specialized
knowledge of the specific characteristics of the firm so as Control Variables 
to carry out certain management accounting practices [7]. Firm Size: We used firm size as control variable because
In addition, item 5 (the accounting software) was included the size of the firm (number of employees) is as an
to capture the extent to which physical assets were important factor affect outsourcing intensity [34, 32].
specific to the firm [7]. Hence, based on measurement Therefore, we measured firm size based on number of
proxies from prior studies [26, 7], we asked respondents employees similar to Gooderham et al. [23], asking
whether the accountant needs to obtain firm-specific respondents how many people work in the business.
information to adequately perform the management
accounting practices on a 7-point Likert scale with the Firm Age: The firm age is second control variable is as a
range from 1- totally disagree to 7-totally agree (Table 1). key driver on outsourcing [34]. Respondent was asked to

Environmental Uncertainty: Consistent with Everaert et the computation of firm age [34]. 
al. [7] and Lamminmaki [1], we first requested respondents
to indicate to what extent the management accounting Education: The vital role of the personal characteristics of
functions workload may vary in their firm on a 7-point the SME owner/manager was confirmed by the significant
Likert scale with the range from 1- totally disagree to 7- association between the educational background of the
totally agree (see item 1 and 2 in Table 1). Next, the SME owner/manager and outsourcing [7]. Therefore, we
respondents were asked whether the firm’s business included education as third control variable and measured
organization had changed from the previous year on a 7- education by asking the respondents to indicate their
point Likert scale with the range from 1- totally disagree to highest level of education [7].
7-totally agree [7]. The measurement of these items is
shown in Table 1. Reliability and Validity of Variables: Validity and

Behavioral Uncertainty: The respondents were asked to characteristics of a good measurement and these tools
determine whether the accountant has correctly comprised a measurement of accuracy and applicability
(accurately) performed the four types of management [35]. Content validity of the survey instrument was
accounting practices over the previous year on a 7-point established through the adoption of validated instruments
Likert scale with the range from 1- totally disagree to 7- in prior literature and conducting the pilot test. Since each
totally agree [7, 1]. Table 1 shows the measurement variable was measured by multi-item measurements, so an
details. exploratory factor analysis was performed to validate the

Trust in Accountant: Trust in accountant was measured instrument (questionnaire), multiple-item scales were
by asking respondents to indicate the extent to which subjected to principal component factor analysis (factor
they trust the professional accountant with each of loading)  to  make  sure a  single-factor  structure  [28].

Degree of Competition: This study used the measure

state the year when the business was registered to enable

reliability are the tools utilized to assess the

scales [35]. To test discriminant validity of the survey
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Factor loadings should be greater than 0.50 for practical Most of the respondents were well educated (over 70
significance [35]. As shown in Table1, we determined percent) and the average years of managerial experience
when items for each variable load on a single factor with were high with nearly three-fourth of respondents having
a factor loading greater than 0.5. over five years of experience. In addition, correlations

Convergent validity, the degree to which multiple among the independent variables are shown in Table 2.
attempts to measure the same concept is in agreement, As shown in Table 2, the correlation between
was evaluated by item-to-total correlation [35]. Item-to- independent variables was such that multicollinearity is
total correlation will be acceptable if scored above 0.50 not a concern.
[35]. Hence, convergent validity was obtained by high
item-to-total correlation (Table 1). Finally, Cronbach's Hypotheses Testing: We initially estimated three models.
alpha was calculated in order to assess the reliability of all The first model includes the control variables
variables [35]. This study has demonstrated high internal independently in Multiple Linear Regression Equation.
consistency reliability as a satisfactory standard (á?0.70) Therefore, outsourcing of management accounting
[35]. practices is not associated with control variables such as

RESULTS second model, we included independent variables and

Respondent Characteristics: The respondents of the Equation in Model 2 of Table 3. Accordingly, the results
study consisted of 79% male and 21% female. From the show a significant negative coefficient for asset
658 completed questionnaires, a high proportion (38%) specificity, suggesting that asset specificity is negatively
of the respondents was in the age range of 30 to 39. associated with management accounting outsourcing,

size and age of the firm and educational background. In

dependent variable in Multiple Linear Regression

Table 2: Correlation matrix
Variables 1 2 3 4 5 6 7 8 9 10
1.Outsourcing 1
2.Asset-sp -.555** 1
3.Envi-unc -0.022 .080* 1
4.Beh-unce -.253** .150** 0.034 1
5.Trust .583** -.362** -0.018 -.169** 1
6.Competence .570** -.440** 0.062 -.101** .455** 1
7.Competition .584** -.476** 0.03 -.168** .447** .528** 1
8.Firm Size 0.031 -0.051 -0.041 -0.048 0.029 0.072 0.031 1
9.Firm Age 0.041 -0.022 -0.025 0.004 -0.005 0.032 0.016 .486** 1
10.Education 0.018 0.006 0.072 0.023 0.026 0.063 0.032 .233** .103** 1
**correlation is significant at the 0.01 level (2-tailed)
*Correlation is significant at the 0.05 level (2-tailed)

Table 3: Results of multiple regression analyses
Management accounting outsourcing
--------------------------------------------------------------------------------------------------------------------------------------------
Model 1 Model 2 Model 3

Variables Coefficient (S.E) Coefficient (S.E) Coefficient (S.E)
Firm size 0.014(0.055) - -0.047(0.036)
Firm age 0.037 (0.048) - 0.050(0.032)
Education 0.026(0.085) - -1.24(0.056)
Asset specificity - -0.252(0.032)*** -0.252(0.032)***
Environmental uncertainty - -0.013(0.025) -0.013(0.025)
Behavioral uncertainty - -0.107(0.025)*** -0.109(0.025)***
Trust in accountant - 0.251(0.027)*** 0.252(0.027)***
Technical competence - 0.212(0.032)*** 0.214(0.033)***
Degree of competition - 0.248(0.038)*** 0.247(0.038)***
Constant 4.088(0.342) 2.307(.298) 2.256(0.360)
R2 0.002 0.573 0.574
Adjusted R2 -0.003 0.569 0.569
F statistic 0.435 145.303 97.18
*** Significant at 1% level; ** significant at 5% level; * significant at 10% level
Note: n=658. Unstandardized coefficients reported. Numbers in parentheses are Standard Errors (S.E).
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thereby confirming H1 (p<0.01). The results supported asset specificity, the search for professional accountants
Hypothesis 1. Furthermore, the link between will be longer and the contractual negotiations more
environmental uncertainty and management accounting contentious. This finding is in line with prior studies of
outsourcing as shown in Model 2 generated a coefficient other service functions where asset specificity was
value of -0.013 and this is not significant. Hence, involved as a critical driver in outsourcing, such as for
Hypothesis 2 is not supported in this study. Additionally, financial accounting functions [7], internal audit [36] and
as shown in Model 2, the link between behavioral information technology (IT) [28].
uncertainty and outsourcing intensity is -0.107 and this is Contrary to the TCE model, however, environmental
significant at 0.01. This means that behavioral uncertainty uncertainty was not associated with management
is associated with management accounting outsourcing. accounting outsourcing. The evidence on the influence of
Hence, the results supported 3. However, with a environmental uncertainty seems to contradict the
coefficient value of 0.251, the association between trust insights of TCE theory. This finding contradicts prior
and management accounting function outsourcing studies [30, 17, 1] which found a negative relationship
intensity was deemed to be significant at 0.01. Therefore, between environmental uncertainty and outsourcing of
we also found strong support for H4, that the trust of the other service functions (e.g. Information System, food and
SME owner/manager in the accountant was associated beverage, general maintenance). However, those results
with outsourcing of management accounting practices. may not be appropriate for outsourcing of management
The Hypothesis 5 which posits a positive relationship accounting practices because if the management
between technical competence and management accounting practices are not specific to the SMEs, they
accounting outsourcing (p < 0.01) is also supported. might be readily available from professional accountants,
Support is also provided for Hypothesis 5 (p < 0.01) which with little difference between spot and negotiated prices
states that the degree of competition is significantly (e.g. irrespective significant variation in the workload). If
positively associated with the management accounting these management accounting practices are specific to the
outsourcing. SMEs, such functions should be carried out within the

Finally, Table 3 (Model 3) presents additional firms, irrespective of the fact that their scheduling is
analyses undertaken to study the relationship between uncertain or not [11]. Furthermore, the capital budgeting
the independent variables and management accounting decision which is done in a routine and annual basis, so
outsourcing controlling by firm size, firm age and outsourcing of such functions generally appear to be
education. Accordingly, it is shown that the five made in an ad hoc manner [4]. This factor indicates that
independent variables (asset specificity, behavioral outsourcing decisions are buffered from the type of
uncertainty, trust, technical competence and degree of rigorous analysis performed as part of the capital budget
competition) have significantly associated with decision-making cycle [4].
outsourcing while control variables were included in Consistent with the TCE model, behavioral
regression equation (p<0.01 respectively), whilst uncertainty appears to play a crucial explanatory role in
environmental uncertainty is not associated. Surprisingly, outsourcing decision of management accounting
outsourcing is not associated with firm size, firm age and practices. Hence, this finding is similar to previous studies
educational background of SME owner/manager in which found a significant negative association between
Model 3. behavioral uncertainty and outsourcing of some other

DISCUSSION AND CONCLUSIONS Although Everaert et al. [7] could not find any

This paper examines the factors associated with a outsourcing of financial accounting, but it may not be
firm’s decision to outsource management accounting applicable for management accounting practices. Two
practices from combinations of TCE and RBV plausible reasons can be identified: firstly, financial
perspectives in an Iranian context. This study found accounting functions are mandatory and do not affect the
support for three TCE predictions. The relationship outsourcing decision in most firms. Secondly, those
between asset specificity and outsourcing is negative and functions are for which the output is rather standardized,
significant and relationship is very strong. This is which need less judgment on the part of the accountant.
consistent with TCE model, which indicates when the Conversely, management accounting functions need more
management accounting functions contain high levels of judgment from the accountant, as the decisions are less

service functions (i.e. information systems) [30, 17].

relationship between behavioral uncertainty and
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standardized and require substantial discretion and results. There are three theoretical implications. Firstly,
subjectivity in decision-making and involves professional previous studies used TCE factors such as asset
judgment [8]. specificity, environmental uncertainty and behavioral

The result, however, support the trust dimension uncertainty in describing outsourcing [1, 7]. However, this
of the TCE model. In other words, trust in accountant study incorporated “trust in the accountant” as a critical
turns out to be significantly associated with the factor affecting transaction costs and outsourcing in TCE
outsourcing intensity of management accounting model. As a result, the application of trust as independent
practices. This result provides empirical validation of variable into the TCE model is expected to extend the
previous research obtained a positive association extant accounting literature and suggests significant
between outsourcing intensity and the trust in the implications for the profession.
external service provider [19]. Secondly, a combination of the transaction cost

The results indicated that technical competence of economics (TCE) and resource-based theories to explain
the accountant is positively associated with management outsourcing of accounting functions, provides a more
accounting outsourcing. This finding is consistent with holistic examination of the outsourcing phenomenon in an
resource-based theory, which says demonstration of an emerging economy context. In this regard, it has extended
accountant’s competence is critical before SME owner- the accounting outsourcing literature and reinforced their
manager will rely on professional accountant as source of basic tenets.
competitive advantage. This finding corroborates the Thirdly, this study also adds to a relatively new body
previous research [32], which found the technical of accounting outsourcing literature that explores
competence was key factor influencing outsourcing of variables such as technical competence and degree of
internal auditing activities. In addition, this result also competition as important factors influencing outsourcing
provides empirical validation of previous study obtained of accounting functions based on the RBV model. Whilst
a positive association between professional accountant's prior research has investigated the association between
competence and outsourcing of accounting functions those factors and outsourcing of other activities (i.e.
[24]. internal audit and housekeeping, etc) [1, 32], evidence

Clearly support was provided for resource-based from this study contributes to extending the limited
arguments, which indicated degree of competition is accounting outsourcing literature from emerging
positively associated with outsourcing accounting economies.
functions based on the study’s survey phase. However, Further, the findings highlight two key implications
this result is contradictory with a prior study conducted for practice. Firstly, being the first to investigate the
in Australia by Lamminmaki [1], which failed to find a management accounting function outsourcing in Iran, an
statistically significant association between degree of emerging economy, it enables SME owner-managers to
competition and outsourcing of some other service determine the propensity for current management
functions (e.g. housekeeping, food and beverage, etc). It accounting outsourcing to professional accountants. The
is believed this could be twofold: Firstly, the preceding results support the development of market niches for
research was conducted in a more developed country, some management accounting activities. It evidences
whereas present study was performed in lesser critical knowledge to assist SME owner-managers in their
developing country, Iran, hence emphasizing the sourcing (e.g. make or buy) decisions concerning the
importance of the RBV theorization and its applicability in principal processes of the SME industry and specific
an emerging economy context. Secondly, this study assets.
examined management accounting practices whereas Secondly, for SME owner-managers, the need for in-
preceding study tested other service functions, clearly, depth knowledge of their operations and understanding
this indicates the importance of management accounting the needs of each operation to attain a competitive
practices for an emerging economy. Furthermore, it is advantage and choosing suitable service providers in the
notable that three of the variables (firm size, firm age and case of management accounting practices is revealed.
education) included as control variables in the formulated Thus it is crucial to support interorganisational relations
models, none of those variables are significant in models and there should be suitable service providers capable of
formulated. providing quality services. SMEs will only be able to

Several theoretical and practice implications in an bridge the gaps in their internal resources if they engage
accounting context can be derived from this study’s external service providers who provide quality services or
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if they can hire internal accountants when outsourcing 12. Nandan, R., 2010. Management accounting
does not provide the expected results. Therein, spells a
greater and more proactive role for the Iranian accounting
profession, led by the IACPA.
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