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anagers in today’s multinational
corporations must be concerned
about managing risk across many
continents, regions, and countries.
For example, strategy implementation may be the direct responsibility of various subunit
executives dispersed throughout the world.
Since culture may pose a risk to U.S. multinational
firms when their objectives and strategies (high-level
goals) are cascaded to subsidiaries and subunits located
in varying cultures, we chose to study internal control in
relation to cultures in two African locations.
Insight into our research came from the work of Geert
Hofstede, a Dutch social psychologist and anthropologist
who conducted landmark studies into how culture influences workplace values. In the second edition of his book,
Culture’s Consequences, he defined culture as “a collective
programming of the mind which distinguishes one group
from another.”
His website (www.geert-hofstede.com) describes two
important cultural distinctions:
“Individualism can be defined as a preference for a
loosely-knit social framework in which individuals are
expected to take care of themselves and their immediate
families only. Its opposite, Collectivism, represents a preference for a tightly-knit framework in society in which
individuals can expect their relatives or members of a
particular in-group to look after them in exchange for
unquestioning loyalty. A society’s position on this dimension is reflected in whether people’s self-image is defined
in terms of ‘I’ or ‘we.’”

Defining ERM
Enterprise risk management (ERM) entails the identification of components that may affect achievement of an
organization’s objectives and strategies. In 2004, the Committee of Sponsoring Organizations of the Treadway Commission (COSO) issued its Enterprise Risk Management—
Integrated Framework (www.coso.org/-ERM.htm), which
defined the components of enterprise risk management as:
◆ Internal Environment
◆ Objective Setting
◆ Internal and External Event Identification
◆ Risk Assessment
◆ Risk Response
◆ Control Activities
◆ Information and Communication
◆ Monitoring
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Table 1: Number of U.S.-Based

Compustat Companies Reporting on
African Geographic Segments During
1987-2006*
YEAR END

NUMBER OF COMPANIES

1996

5

1997

79

1998

167

1999

131

2000

124

2001

125

2002

135

2003

147

2004

148

2005

162

2006

145

*More recently, E&Y found in its 2011 Africa Attractiveness Survey
that “foreign direct investment jumped 87%, from 338 new projects
on the African continent in 2003 to 633 in 2010.”

Note that these components include identification of
external events that should be identified and channeled
back to upper management in designing internal controls. We contend that one external event that may affect
strategy implementation is national culture. It may influence the way management in a country interprets strategy, assesses financial statement account misstatement
risk, and implements internal controls.

Why Africa?
African countries are a source of growing wealth for
investors. Ernst & Young (E&Y) stated in May 2011 that
“foreign investment in Africa has grown strongly in the
past decade, as the continent has offered strong growth
rates and high returns.” Tony D’Altorio, formerly a broker
and trading supervisor with Charles Schwab & Co. and
now an investment writer and analyst for Investment U,
stated in August 2010 that the African continent, especially the sub-Saharan, could be close to joining the BRIC
(Brazil, Russia, India, and China) nations as an investment destination.
Standard & Poor’s launched the S&P/IFCG Extended

Table 2: Cultural Dimensions

Based on Hofstede
Area

West Africa

South Africa

Location

Ghana

Johannesburg

Individualism

20

65

Official Language

English

English

Frontier 150 Index in August 2007. This index of 30
developing areas includes West and South Africa. Standard & Poor’s 2007 publication Emerging Markets Indices
Methodology contended that these markets have “adequate listings and turnover, and have attracted sufficient
foreign investor interest to warrant the infrastructure
necessary to sustain regular index calculations.” Alka
Banerjee, vice president of Standard & Poor’s Index
Services, said that information regarding these areas is
demanded of “sophisticated investors” wanting to earn
higher returns than those of the better known emerging
markets.
U.S. companies’ geographic operations in African locations grew 2,640% between 1996 and 2006 (see Table 1).
Given the degree of growing interest and investments,
more needs to be known about the continent’s culture in
an environment where management must now attest to
the accuracy of its financial reports and integrity of its
internal controls. More recently, E&Y found in its 2011
Africa Attractiveness Survey, “It’s time for Africa,” that
“foreign direct investment jumped 87%, from 338 new
projects on the African continent in 2003 to 633 in 2010.”
Research about the effects of national culture on business decision making suggests that West Africans and
South Africans would interpret and implement decision
strategies differently. That is, South African managers
would use a decision strategy consistent with their individualist orientation, whereas West African managers
would use a different decision strategy consistent with
their collectivist orientation (see Table 2).
Hofstede developed a scoring system to help measure
cultural differences. If the difference in scores between
two groups is greater than 20, then the cultures are significantly different. One West African country, Ghana,
scored 20 on individualism; a South African city, Johannesburg, scored 65 on the same index—a difference of
45 between the two groups. Thus these index scores

developed by Hofstede can be interpreted as significantly different, with Ghana classified as a collectivist
culture and Johannesburg as an individualist culture.
For this reason—differences in cultures—we decided
to select the participants in our study from these two
areas.
Differences in cultures, and thus decision strategies,
may affect a multinational firm adversely, even though
managers across African countries are within the same
U.S. multinational company. For example, Ghanan collectivists might interpret strategies, assess financial account
misstatement risk, and implement internal controls differently than South African individualists, even though
they have the same U.S. parent.

The Task
We investigated whether accountants from African locations with different cultural constructs processed financial statement evidence differently and might come to
different conclusions about the extent of internal control
testing needed. Again, we selected Africa because investments were growing there at the time of our study. We
selected Ghana and Johannesburg because of their significant cultural differences (as discussed above) and
because a chapter of the Chartered Institute of Management Accountants (CIMA) in Ghana allowed us to survey
its members. We also received assistance from KPMG,
PricewaterhouseCoopers (PwC), and the National Association of Black Accountants (NABA) in securing the South
African sample.
We created questionnaires in which participants performed analytical procedures, assessed misstatement risk,
and suggested the level of internal control testing needed
for a retail grocery company over two years. We designed
questions to test Hofstede’s cultural constructs and to
understand participants’ demographics. To ensure that
African managers and internal auditors understood the
questionnaire, we asked African students at the University
of Missouri to test it. CIMA administrators in Africa also
reviewed it for clarity and appropriateness, then distributed it to their members.
We asked participants to pretend that they were the
newly hired chief administrative officer (CAO) of ABC
Grocery Company. During the first year of employment,
the CAO would gather information, integrate information
cues, and make misstatement risk assessments from information about interperiod financial statement accounts.
We expected that respondents with a national orientation
characterized by a collectivist culture would integrate
February 2012
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information about changes in account balances differently
from those in an individualist culture. For example, West
Africans might focus more on gathering and integrating
diagnostic information about changes in groups of related
accounts, and South Africans might focus more on evaluating diagnostic information about individual accounts
separately. In other words, we expected West Africans to
load highest on collectivist constructs and South Africans
to load highest on individualist constructs.
We also expected West Africans to pay more attention
to patterns of fluctuations in related accounts than South
Africans would when they performed analytical procedures. We used regression analyses to test our expectations by statistically examining the links between risk
assessment covariances and cultural constructs.
Our theory, again based on Hofstede’s work, postulated
that:
◆ People who develop a collectivist focus consistent
with the regional orientation in West Africa would tend
to make decisions by evaluating diagnostic patterns of
cues.
◆ People who have an individualist focus consistent
with the national orientation in South Africa tend to
make decisions by evaluating diagnostic attributes of individual cues.
If the West Africans tend to focus on interdependent
characteristics and South Africans tend to focus on independent characteristics, West Africans should be more
likely to focus on the patterns of fluctuations in related
accounts during analytical procedures, and South
Africans should be more likely to focus on attributes of
individual accounts independently from attributes of
related accounts.
In the section for the CAO’s second year on his or her
theoretical job, there was a seeded inconsistency in interperiod account fluctuations. We predicted that West
Africans would pay more attention than South Africans
would to patterns of fluctuations in accounts when they
perform analytical procedures. If so, West Africans should
likely be more concerned about misstatement risk than
South Africans when evidence consistent with a higher
risk of misstatement manifests through inconsistent patterns of changes in related accounts—that is, when related accounts don’t covary in patterns consistent with a
company’s business operations. Since West Africans
would be more likely to look for diagnostic patterns that
increase the risk of misstatement, they may also be more
likely to increase planned levels of internal control testing
when patterns of changes in accounts are inconsistent.
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Research about the effects of
national culture on business
decision making suggests that
West Africans and South
Africans would interpret and
implement decision strategies
differently.

Because West African respondents should be more likely to look for diagnostic patterns and increase the risk of
misstatement when these patterns are conflicting, they
should also be more likely than South Africans to assign
increased planned levels of internal control testing. We
used a regression-based analysis of variance (ANOVA)
model to test associations between national culture and
participants’ designated level of internal control testing.

Methodology
The management accountants and internal auditors in
West and South Africa completed the questionnaire on
the Web using survey software or face-to-face meetings.
Participants read and signed a consent form, which said
participation was voluntary and not mandatory, and they
read that their responses would remain anonymous and
that the results would be reported only in the aggregate.
The case began with the fictional CAO learning about
ABC Grocery’s strategy and core business processes and
the unqualified opinion documented by the external
Big 4 auditor. Then it described ABC’s strategic plan,
followed by a discussion of current-year activities for the
company’s two core business processes, which included
comparative performance metrics for critical-success
factors and comparative balances for 2006 and 2007.
Participants were asked to perform analytical procedures
and assess misstatement risk for inventory, sales, cost of
sales, and store expenses.
Next, they learned that, during the new CAO’s second
year, sales increased modestly (3.2%) from the first year,
which was consistent with the industry average. The
case indicated that there had been no significant

changes in number of stores, core business processes,
unit sales prices, inventory costs, or product mix. Based
on this information and their analysis of the performance for year one, participants were instructed to indicate how much they would expect inventory, cost of
sales, and store expenses to either increase or decrease
from the first year to the second. They also assessed how
much they would expect internal control testing effort
in hours to change (or not) from year to year for each
account. We included this requirement to encourage
participants to formalize their expectations about
changes in account balances and develop a more rigorous mental model of ABC’s business processes for the
analytical procedures they would conduct during the
second year.
All interperiod fluctuations in accounting metrics for
the first year were consistent with other case information
about ABC’s operating activities. But case information for
year two contained a seeded pattern of inconsistent fluctuations for sales and cost of sales. The case stated that
sales for year two increased 3.2% from year one, which
was consistent with the industry average, and that there
had been no significant changes in unit sales prices,
inventory costs, or product mix in year two.
The interperiod change in inventory was innocuous
(1.8%), and store expenses increased proportionately
with sales (2.7%). Under these conditions, we would
expect cost of sales to increase from year one to year two
in proportion to sales. But cost of sales increased by only
0.7% from year one to year two, which increased the risk
that, in an industry with thin margins, such as the grocery business, cost of sales might be understated.

Table 3: Participant Demographics
CATEGORY

FREQUENCY

PERCENT

NATIONALITY*
West African

16

69.6

South African

7

30.4

GENDER
Female
Male

4

16.7

20

83.3

DEGREE
Bachelor’s

12

54.5

Master’s

10

45.5

ACCOUNTING CERTIFICATION
Yes

19

79.2

No

5

20.8

NUMBER OF EMPLOYEES IN COMPANY
1,000 or less
Over 1,000

18

78.3

5

21.7

Average age = 42.24 years
Average years in current position = 4.09 years

The Results
Table 3 shows the basic demographic information about
the participants. The majority of the respondents
(69.6%) are from West Africa, 83.3% are male, 54.5%
have a bachelor’s degree, 79.2% have an accounting certification, and 78.3% work in large companies. The average
respondent is about 42 years old and has been in his or
her current position about four years.
Participants’ estimates of the risk that the 2006 financial
statement accounts (inventory, sales revenue, operating
expenses, and cost of sales) would be misstated were
assessed on a scale of zero to 100. The lowest level of risk
was zero, and the highest was 100. For all but one inventory
account, South Africans indicated a larger standard deviation than West Africans for misstatement risk assessment.
The West Africans indicated a smaller standard devia-

Average years’ previous employment = 9.96
N = 24
*One subject reported self as Bulgarian. We didn’t include this
individual in further analysis or testing.

tion from the mean for all but one account in both years.
South Africans tended to estimate a wider range of misstatement risk assessment within almost all inventory
accounts than did West Africans. This divergence is also
reflected in internal control testing. South Africans tended to assess more testing of internal controls for cost of
sales where the seeded inconsistency in account balances
appeared in the second year than did West Africans.
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These findings about differences in the cultural constructs revealed that West Africans are significantly more
collectivist than South Africans are. We found South
Africans to be more individualists. More important, we
concluded that South Africans behaved significantly different from West Africans.
When participants performed analytical procedures
during the planning phase, we predicted that West
African managers and internal auditors would focus on
evaluating attributes of patterns of related accounts more
than their South African counterparts, who would focus
primarily on evaluating attributes of individual accounts.
In year one, where there were no inconsistent patterns in
account fluctuations, we predicted that West Africans
would have similar levels of risk assessments for each of
the four accounts, but we didn’t expect this similarity
from South Africans.
As expected, we found a statistically significant
effect regarding 2006 risk of misstatement assessment.
There was greater within-subjects variance by South
Africans than by West Africans in the four accounts in
both mean risk assessment and its respective standard
deviation. Thus we concluded that West African CAOs
are less divergent in assessing misstatement risk in
fluctuations in related accounts than are South African
CAOs.
In year two, when participants were given an inconsistent change in cost of sales relative to the other inventory
account balances, we expected to find greater risk of misstatement in cost of goods by South African participants
than for the assessments documented by West African
participants. West Africans assessed a lower level of misstatement risk for cost of sales than did South Africans, as
expected.
Finally, for year two, participants designated the
planned level of internal control testing after having
assessed financial misstatement risk for the four inventory accounts. We believed that the individualist South
Africans would assign a greater risk of misstatement to
cost of sales and thus designate a higher level of internal control testing than would the collectivist West
Africans. The ANOVA test results revealed that even
though South Africans assessed a high level of misstatement risk to cost of sales, both groups assessed the level
of internal controls testing similarly. We didn’t expect
these findings.
As for potential limitations, ERM in this study was
limited to cultural differences across two African locations. Other factors that may have affected participant
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responses include human judgment in decision making,
honesty in responses, and instrument communication
failures. Even though the number of respondents was
limited, we believe that we had a representative and sufficient number of responses to make statistical inferences
from our analyses.
Overall, we found that participants from West Africa
and South Africa were influenced differentially by culture
in assessing misstatement risk, but there were no differences in internal control testing recommendations. This
evidence suggests that while cultural differences may
influence the evaluation of accounting information differently, cultural influence didn’t map into the respondents’ planned levels of internal control testing because
the degree of planned testing wasn’t different between
West Africans and South Africans.
In other words, the evidence suggests that while cultures and countries may process accounting information differently, final decisions may not differ between
participants of differing African cultures. Hence, when
enterprises manage risk across subunits in African
locations, internal control testing decisions may not be
influenced by varying cultures. The good news is that
managers in these two different cultures may be consistent with the U.S. headquarters in implementing
strategy. SF
Note: We appreciate the comments and funding provided by
the IMA Research Foundation to conduct this study. We also
appreciate the assistance of the Chartered Institute of Management Accountants of Africa, KPMG, and PricewaterhouseCoopers in securing contacts to administer our
questionnaire. And we value comments from Vairam
Arunachalam, faculty at the University of Western Ontario,
and participants at the American Accounting Association
(AAA) 2010 Midyear Meeting.
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