Contents

1 Introduction ... 1
1.1 Need for the Study ........cooiiiiiiiiiiii e 1
1.1.1 Current Issues in Practice ..............oooviiiiiiiiiiiian.... 1

1.1.2 Stage of Research ............cooiiiiiiiiiiiiiiiiiii i 4

1.2 Research ObJectiVe .......veiiiniiiiie it iieeeenns 6
1.3 Research Design .......ccuueiiiiiiiiiiin i 8
1.4 Organization of Study .........oooiiiiiiiiiiiiii i, 11

Part I: Groundwork

2 BAaSICS .. 15
2.1 Internal Control ..........coiiiiiiiiiiii i e 15

2. 1.1 Definition .....ccuuvieiuie i 15

2.1.2  Management Decision Processes ..............cccoooiii.... 22

2.1.3 Internal Control Effectiveness ..............cccooiiii.... 26

2.1.4 Inherent Limitations .........coveiuineeiineeiiiineennnneennns 30

2.2 Organizational Culture .............cooiiiiiiiiiiiiiniiiiiin i 33
2.2.1 Definition .....couueeeiiit i 33

2.2.2 External Adaptation and Internal Integration ................ 38

2.2.3 Shared Values and Social Norms ............ccooevvinnnnnn.. 40

2.2.4  Specifications .........uuuuiiieeiiiiiiiiii e 41

2.3 SUMIMATY oottt ettt ettt e et iaeeeas 43

3 Literature Review ....... ... i 45
3.1 Linking Control and Culture ... 45
3.2 Internal Control ...........coiiiiiiiiiiiie i 46
3.2.1 Research OVeIVIEW .......oviiiiiiiiiiin i eeiiieeenineans 46

322 COSO . 48

323 CoC0 ittt 51

324 Turnbull ..o 53

xi



xii Contents

325 Reflection .....oviiiiiiii i e 54

3.3 Management Accounting and Control .................oooiiiiiiiin. 55

3.3.1 Research OVErview ..........ovviiiiiiiiiiiiiiineeeeeennnnnnn. 55

332 OUCKI .ottt 56

3.3.3 Merchant .....o.iiuiiii e 58

T8 20 B s Vo) 1 59

335 Reflection .......oieiiiiiiiiii 61

3.4 Research Theses .....coouuuiniiitiiiiiiiie i 63

Part II: Field Study

4 Drivers for Control Effectiveness .........................oo 73

4.1 Purpose of Field Study ... 73

4.2 Methods ...ttt 75

4.2.1 Semi-Structured INterviews ...........c.coovviiiiineiiinnennn.. 75

4.2.2 Sample ChOiCe .......uviiiiiiiiiiiie it 76

4.2.3  Sample Characteristics ............c.cuuuuuuuuuuueueneeeeeeen.. 79

4.2.4 Interview Procedures ...........ccooviiiiiiiiiiiiniiiiinaann.. 82

4.2.5 Content ANalysis ......vveiiineiiiiieeiiiineiiiaeeiiaeannns 85

4.3 FINAINGS oottt 87

431 OVEIVIBW ittt e 87

4.3.2  COMMIMENT .+ .\ttt te ettt e ee e eie e e e eaeeaeannaans 90

433 COMPELENCE ...ttt 93

434 CommUNICAION . ...vvuneeeteeeeneeeeeieeeenaaeeennnaaannnn 97

4.3.5  ComPIEXItY .ttt e ettt 101

43,6 Change .....ooouuiiiiiiie i e 105

4.4 Discussion and Evaluation ................coiiiiiiiiiiiiiiea... 109

4.4.1 Input for further Theory-Building ......................... 109

4.4.2 Distinction from COSO and CoCo ..........ccovvvvvnnnn.... 110

4.4.3  Strengths and Limitations .............ccoovvviiiieeiinnnann. 111

4.5 SUMMATY ottt ettt et it e e et e e e e eaans 115
Part II1: Theoretical Explanations

5 Capturing Culture ...ttt i i 119

5.1 Purpose of the Theoretical Explanations ........................... 119

5.2 Theory-Building versus Theory-Testing .............ccovvviinunn... 121

5.2.1 Culture as a Black Box ... 121

5.2.2 Variable versus Metaphor .............c..occeiiiiiiiii 122

5.3 Choice of TheOories ........ueeiriiiiiie it iie et 124

5.3.1 Selected TheOTies ..ovvvuveriieetiieeeiie e iieeeeiiaeanns 124

5.3.2 EXplanations ...........uveeiiineiiiineeeiineeiiiieeeiiiaeaans 124



Contents xiii

5.4 SUMMATY ottt e 126
6 The Organizational Level ....................... ... 127
0.1 SO UD .ttt s 127
6.2 Culture as the Social System ..........covviiiiiiiiiiniiiiinneennnns 129
6.2.1 Elements .........coiiiiiiiiiiiii it 129

6.2.2 Boundaries .........ooiiiiiiiii e 130

6.2.3 ENVIrONMENT ...ovuettettiiieeeiie et eeiiaeeenaaeanns 132

6.3 Transfer between Culture and Environment ........................ 135
6.3.1 Defining the Transfer ..............coiiiiiiiiiiiiiiiiina.. 135

6.3.2 Closed Boundaries .............cceeiiiiiiieiiiiinnnnnnnn.. 137

6.3.3 Open Boundaries ..............cccooiiiiiiiiiiiiiiiiiiin. 140

6.3.4 Mix between Closed and Open Boundaries ................ 141

6.4 TMPLCALIONS . .u'titeet ittt ettt iee e iie e ineeeaaneas 142
7 The Individual Level ..............o 145
7 SN 11 11 o 145
7.2 Values at the Individual Level ................ooiiiiiiiiii. 146
7.2.1 Individual Differences ...............ccoiiiiiiiiiiiiiiian.. 146

722 Valuesat Work ... 147

7.2.3 Conflicts of Values ...........coooiiiiiiiiiiiiiiiiiiaan., 149

7.3 Tension between Organizational and Individual Interests .......... 149
7.3.1 Organizational Values ...........c..ooiiiiiiiiiiiniiinaa... 149
7.3.2 DIMENSIONS ...ttt ettt ie et ieeiaeineennns 151

7.3.3  Sharing .....ooooiiiiii 152

734 INEENSIEY .ooenee ettt e 153

A S 1511 o) 1o 15 1) 155

Part IV: Synthesis

8 A Framework for Control and Culture ............................... 161
8.1 The Framework ...........coiiiiiiiiii i 161
8.1.1 The Theory-Building Process .............c.coeiiiiiiiinn... 161

8.1.2 Framework Overview .............ccoiiiiiiiiiiiiiiannnnnnn. 162

8.1.3 Closing Drivers and Opening Drivers ...................... 165

8.1.4 Reinforcing Drivers ...t 169

8.2  APPLCALION ...t 171
8.2.1  OVEIVIEW .ttt e e e 171

8.2.2 Qualitative Research ................ ... ... 172

8.2.3 Quantitative Research ...................ocoiiiiiiiiiiia., 174

8.2.4  PracCtiCe .....o.iiuiiiii it 177

8.3 Critical Reflection ..o i 178
8.3.1 General Comments ...........ccoviiiiiiiieineinieinennannanns 178

8.3.2 Distinction from Merchant and Simons ..................... 180



Xiv Contents
8.3.3 Review of Research Theses ..........ccooviiiiiiiiiiiinian. 184

8.3.4 Strengths and Limitations ............ccooiiiiiiiiiiiiiinnn.. 186

8.4 SUMMAIY ..ottt e 187

9 ConclusSion ..........cooiiiiiii 189
9.1 Key Results .....oooiiiiiii 189
9.1.1 The Control-and-Culture Framework ....................... 189

9.1.2 Distinction from Common Control Frameworks ........... 190

LS I ©0e5 155101115 (o) 3 NN 192
9.2.1 Academic Contribution ..............coiiiiiiiiiiiiiiiiin.. 192

9.2.2 Practice-Oriented Contribution ........................cooe. 193

0.3 GeneraliZation ..........c..iuiuiiiiii ittt 194
9.4 Research Opportunities .............ceeeeeeieiiiiiieiiiiiinnnnnnnnnn. 196
9.5 Final Remarks .......oooiiiiiiii i 198
Appendix A: List of Interviewees ... 199
Appendix B: Company Information ....................................... 203
Appendix C: Data Analysis ............oooiiiiiiiiiiiiiii i 205
Appendix D: Interview Questions .....................cciiiiiiiiiiie 231
ReferencCes ... ..ot 235

About the Author ......... ... .. i 245



2 Springer
http://www.springer.com/978-3-7908-2339-4

Managing Organizational Culture for Effective Internal
Control

From Practice to Theory

Pfister, ].A.

2008, XX, 245 p. 32 illus., Hardcover

ISBN: 978-3-7908-2339-4

& product of Physica*verlag Heidelberg





