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CHAPTER I 

INTRODUCTION 

The majority, contemporary view of the large 

corporation is as that of a business entity or business 

unit; however, in order to frame and maintain an entity 

information system, the primary objective of the accounting 

function, there is the basic requirement that the entity be 

understood. The entity concept, in and of itself, falls 

short of encompassing the nature of the corporate institu

tion which is no longer an entity unto itself, but rather an 

important segment of the U.S. economic system. Yet many 

accountants do not view equity theory as a basic concept of 

the firm. Neither do they evaluate the function of account

ing for the business in terms of the basic nature of business 

and other organizations or institutions. 

T.K. Covran states: "Accounting is utilitarian 

.... represents a response to needs. The measure of its 

achievements at any point in time and in any context is its 

response to the needs of that particular time in that 

Arthur Lorig, "Some Basic Concepts of Accounting 
and Their Implications," Accounting Review, XXXIX (July, 
196^), p. 563. 
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particular context."^ Since pragmatism and usefulness are 

synonymous, the philosophy of accounting may be defined as 

both pragmatic and utilitarian. 

Pragmatism in application involves the written 

record of important information about the past and present, 

useful for the present and in the future. The American 

Accounting Association states the objectives of accounting 

are to provide information for the following purposes or 

functions I 

1. Making decisions concerning the use of limited 
resources, including the identification of cru
cial decision areas and determination of objec
tives and goals J 

2. Effectively directing and controlling an organiza
tion's human and material resourcesi 

3. Maintaining and reporting the custodianship of 
resources J 

k. Facilitating social functions and controls.-^ 

If the philosophy, functions, and objectives of 

accounting are embodied in providing useful information about 

economic activities and that which affects economic activ

ities of the business enterprise, then framing and maintain

ing an information system, within which the objectives may 

be accomplished, is crucial for the enterprise. Accounting 

must be flexible, responsive, and timely; yet in the realm 

2 
T.K. Cov/an, "A Pragmatic Approach to Accounting 

Theory," Accounting Review. XLIV (April, 1969), p. 9^. 

^American Accounting Association, A Statement of 
Basic Accounting Theory (Evanston, Illinois: American 
Accounting Association, 1966), p. k. 
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of corporate reporting, the accounting function can scarcely 

boast flexibility, responsiveness, or timeliness if the funda

mental nature of the business which the accountant should 

utilize to arrive at decisions and criteria is not even 

considered by the accountant. 

Management and the Accounting Function 

Management and accounting have long found common 

bond in the economic system: seemingly the two serve a 

stewardship or report for stewardship to the factors of 

production—land, labor, and capital. H. Bruce Joplin 

appraises the accountant's role in management systems 

warning! "Generally speaking, the accountant is ill-advised 

to assuir.e a position which is categorically opposed to 

management information systems. Economics and competition, 

combined with technology, v/ill force all large companies to 

develop one." Here is the assertion that an information 

system is essential for the large company, implying that 

management and accounting must be bonded in the information 

system. 

With the assertation of ownership and control of 

the corporate enterprise, management stands in a position 

of "mediating the claims of various participants in the 

H. Bruce Joplin, "The Accountant's Role in 
Management Systems," Journal of Accountancy (Miarch, 1966) , 
p. ̂ 6. 
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organization."^ The management-owner relationship becomes 

more remote P.G corporate size increases and interests expand. 

Accounting, long an important function in any business, takes 

on a new perspective and added responsibility as the manage

ment-ownership gap widens. Accounting for all factions out

side the corporate system, while maximizing the imprementa-

tion of available alternatives within the system and report

ing the results of the use of resources, involves the problem 

of re-evaluating the basic concept of the corporate entity 

and objectives of accounting for the large institution. 

The Proprietary Concept 

With the use of double entry accounting, logic 

dictated the notion of proprietorship, the equation Assets 

minus Liabilities = Proprietorship. As such, proprietorship 

was, in effect, the net value of the business to the owner 

or ovmers; value equal to investment plus accumulated net 

income less any amounts withdrawn by the owners. In other 

words, this concept is a theory of wealth. The proprietor

ship theory finds application in the single proprietorship 

business form. However, the partnership arrangement also 

fits. In fact, even closely held corporations are more 

nearly comparable to the proprietorship business nature. 

Eldon S. Hendriksen, Accounting Theory (Home 
wood, Illinois: Richard D. Irwin, Inc., 1965), p. 118. 

^Ibid.. p. 39^. 
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With the entry of the corporate form of organiza

tion, "standing between" the owner and investor, accounting 

theory veers toward an entity concept. It would be most 

difficult to apply the proprietorship concept to the large 

company, due to the mere haze of difference between the long 

term debt holder and the equity owner, considering the conver

tible debt features now enjoying popularity; and considering 

the wealth concept, it is doubtful as to the logic of attrib

uting corporate income to corporate owner's wealth, since 

the ovmer may enjoy this wealth only through dividends, upon 

liquidation of the business, or as a result of selling his 

individual interest in the firm. 

The Entity Concept 

William A. Paton advocated the treatment of 

business income as income of the enterprise itself, remain

ing as such until dividends are declared, with resultant 

liability for payment resting with the corporation."^ The 

basic ideal underlying the entity is that of "separate 

existence," therefore the entity is accounted for, apart 
o 

from ovmers or shareholders. No particular distinction is 

made between liabilities and ov/ner's equity, the equation 

'V/illiam A. Paton and A.C. Littleton, An Intro due • 
tion to Corporate Accounting Standards (Evanston, Illinois: 
American Accounting Association, 196?), p. 8. 

p 
Lorig, ojQ. cit. , p. 566, 
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being Assets = Equities. 

Moonitz advocated extension of the entity's inter

est across corporate lines in consolidations; eliminating 

intercompany profits, liabilities, and receivables with 
9 

strict segregation of minority interests. 

Arguments for the Entity Concept 

A strong case is built for the business entity by 

the American Accounting Association, in that the term "entity" 

is suggested instead of "business;" entity is defined as "an 

area of econoriic interest to a particular individual or 

group." The boundaries of the economic entity are identi

fiable by (1) determining the interested individual and (2) 

determining the nature of the individual's or group's inter

est. So then, the boundaries of the entity control the infor

mation to be dispensed, and for whom the information is 

intended. Further, should either the interested individuals 

or areas of economic interest cease to exist, the entity, as 
11 

such, v;ould cease to exist. 

The basic assumption of logical economic behavior 

is profit motivation; therefore, profit or the prospect of 

profit is the key motivator of free enterprise. The profit 

%iaurice I-ioonitz, The Entity Theory of Consolidated 
Statements (Brooklyn: The Foundation Press,1961), p. 40-^5. 

American Accounting Association, "The Entity 
Concept," Accounting Reviev/, XL (April, 1965), p. 358. 

^^Ibid., p. 359. 
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objective ip consistent with t>'e entity concept if the cor

poration can be thought of as a representative or agent 

representing the stockholders. The unity inherent in the 

entity concept seems to apply to most businesses, and it 

enjoys overwhelming support among theorists. 

In 1964, the American Accounting Association 

reasserted its efforts to point out the importance of the 

entity concept statingi "The entity concept pervades all 

of accounting •••. The entity concept is indispensible to 

accounting.""*-̂  The committee further advocated a "user 

oriented" approach in defining an entity.^ 

Stressed through both favorable and critical evalu

ations of the entity concept was the idea of the inequality 

existing between the legal entity and the accounting entity. 

George R. Husband emphasizes the fact that "for accounting 
Ik 

purposes it is the entity of experience that is important," 

while Arthur M. Lorig simply saysi "The legal entity and the 

accounting are not the same thing."^ These positions were 

taken in order to justify the proprietory concept of equity; 

yet it would seem to also affirm the entity concept; 

^^Ibid.. p. 359. 

^^Ibid. 

•̂ Ĝeorge R. Husband, "The Entity Concept in 
Accounting," Accounting Review, XXIX (October, 195^), p. 
552. 

Lorig, 0£. cit., p. 56k, 
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suggesting formality, in terms of segregating types of 

capital and income as resources utilized by the entity in 

operating activities. 

To regress briefly, strong advocates of the 

proprietory theory of equity are highly critical of the 

entity concept; one would observe the clash and conclude 

that for some reason accountants feel that the concept of 

the business firm murt represent an ultimate truth, 01^ CON

CEPT âJST BE BASIC TO ALL FIRr.'iS. Yet if only one Basic 

theory of the firm can suffice, strange as it may seem, it 

would certainly need to be the entity concept for indeed it 

is the most adaptable theory. 

Problems Encountered in the Strict Entity View 

For the purposes of this thesis the entity theory 

is not attacked for its fallacy as a basic premise; the 

entity concept does facilitate the accounting function. Yet 

the nature of the corporate business community encompasses 

the corporate enterprise at one extreme and the closely-held 

corporation at the other; so too, the accountant's concept 

of the corporate firm must bridge the extremes of corporate 

stature, goals, and activity. The institutionalized corpor

ate enterprise demands a broader theoretical framework than 

the entity structure v/hich categorizes profit as the dynamic, 

endogenous variable and the business environment as merely 

given restrictive, exogenous variable. 

The peril that exists for the application of a 
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strict entity framework to the corporate enterprise com

pounds: (l) gross understatement of environmental dynamics; 

(2) ignorance of significant firm objectives other than 

profit maximization; (3) non-recognition of intermediate 

goal motivation; (k) and, incognizant of conflicting long-

run- -short -run courses of action to render inadequate the 

accountant's traditional requirements of objectivity, 

measurement, and disclosure. Yet the most serious short

coming ravaging the traditional entity concept of the firm, 

for the enterprise is the sub-standard accomplishment of 

accounting's primary function, information, which can only 

facilitate a sub-standard decision-making organization. 

Broadening the classic entity concept to conceive the large 

corporation as a social institution with socio-economic 

goals, primarily bent tov/ard the firms survival over the 

long-run, produces a framework within which the information 

system can serve to facilitate decision-making equal to the 

objectives of the enterprise and the allocation of society's 

scarce resources. The enterprise equity theory realistically 

expands the entity concept and views the parameters of the 

institutional firm, the concept of v/hich is left wanting far 

beyond excuses for the traditional lag separating evolving 

theory and implementation in practice. 

Scope and Limitation of the Study 

With the use of the management systems concept as 

a tool, the enterprise concept of the corporate entity can 
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be explained, evaluated, and substantiated. Furthermore, 

the primary purpose of this thesis, using extensive second

ary research on the enterprise concept of equity, is to 

advance the proposition that broad application of the sys

tems concept, together with the enterprise equity theory, 

defined the role and information needs of the dynamic cor

porate enterprise in a different perspective. This study 

is limited to conceptual or theoretical investigation of the 

enterprise equity theory, using the systems concept as a 

catalyst to promote understanding of the complexities of 

accounting for large corporations. 

Chapter I has not only served as an introduction 

and an enumeration of the contents of the other four chap

ters, but it also attempts to clarify terms and, finally 

and most importantly, states the purpose of the thesis and 

the proposition the thesis seeks to advance. Chapter II is 

devoted to the exploration of the enterprise concept, its 

merits" in opposition to the entity concept. The next 

section, Chapter III, seeks to define the systems concept and 

its facility to embelish the enterprise theory. In order to 

draw the concepts more closely together and explore the con

temporary corporation in reality. Chapter IV poses as the 

devil's advocate to evaluate and criticize the practicality 

and effectiveness of the enterprise-systems approach to 

reporting for the corporate institution. The concluding 

chapter, Chapter V, is devoted not only to reiterate the 
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premises presented in this picre of research, but proposes 

to present conclusions consistent with and logically drawn 

from available contemporary data, together with the recom

mendations for possible further investigation. 



CHAPTER II 

THE ENTERPRISE CONCEPT 

The enterprise concept of equity views the corpora

tion as a social institution operated for the benefit of 

stockholders, creditors, employees, suppliers, the Government, 

and the general public. Waino W. Soujanen conceives the 

enterprise as "a decision-making center for the people who 

are participants, however fleeting or intimate may be their 
2 

contacts with it as an organization." The enterprise phil

osophy views the firm with an eye toward its role in society; 

while the entity approach isolates the business unit as a 

self-contained abstraction apart from the rest of the com

munity.-^ A more explicit exposition of the enterprise is 

as follows: 
Subject to all these pressures, manage

ment has come less and less to consider itself 
responsible to owners and more and more to accept 
responsibility for the corporation as a whole. 
It does not impose the demands of other parties 
in the interest of the owner, but on the contrary, 
attempts to satisfy them all—dividends for 

Hendriksen, op. cit. , p. 400. 

^Waino V/. Soujanen, "Accounting Theory and the 
Large Corporation," Accounting Reviev/, XXIX (July, 195^), 
p. 392. 

-̂ Ibid. 

-12-
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stockhoil ders, high waf;os and good conditions for 
employees, friendly relations with government, an 
approving public, customers who v/ill return for 
future purchases. In a sense, such a point of 
view might be interpreted as enlightened self-
interest of management, or enlightened stock
holder interest, but typically it goes beyond 
that in the interest of permanence.^ 

Perception of the Enterprise 

Concepts and perceptions are derivatives of atti

tudes, using a reference frame of values, and "these atti

tudes are a function of many things--including the person's 

environmental and social history." So,too, is the percep

tion of the corporate enterprise by accountants, economists, 

management, and the investor unintentionally colored by 

conventional pre-conceptions and professional vantage-points. 

The small investor does not envision himself an owner of the 

business in which he owns stock, and his image of the firm 

is consistent with the projected public image. The condit

ioned image of the firm becomes an important element, for it 

is based upon this image, attitude, or frame of mind that 

decisions and objectives of the firm evolve. Gynther 

suggests that accountants in public practice necessarily 

perceive the corporation in a proprietory frame of reference 

due to their adoption of the viewpoint of shareholders when 

k 
Osv/ald W. Knauth, "Group Interest and Management 

Enterprise." The Journal of Industrial Economics, Vol, 1 
(April, 1953). p. 89. 

^Reginald S. Gynther, "Accoimting Concepts and 
Behavioral Hypothesis," Accounting Review, XLII (April, 
1967), p. 282. 
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carrying out audit work, while economists take the same view 

conditioned through use of classical models of the entrepre-
6 

neurt The corporate accountants and comptrollers tend to 

uphold the entity concept, as do parties to the firm to whom 

responsibilities are delegated.^ Top executives and the 

higher management team view dividends as interest and taxes 

as expense, while middle management view dividends as distri

bution of profits. So it is apparent that perceptual bias 

pervades the corporate entity no less than any other social 

institution. 

The important conclusion to be drawn from various 

corporate conceptualizing involves the realization that the 

bias exists, yet if the firm is to survive and grow, account

ing must provide the information system to best serve the 

firm and the business climate considering the multicolored 

perception of the interested parties. To take one further 

step, the enterprise theory of the firm is perhaps the only 

equity theory that could approach the complexity of these 

information needs. 

Enterprise Motivation—Explicit or Implicit 

With the magic of computer technology, references 

to input, output, and feedback have become everyday terms, 

yet many accountants completely ignore what these informa

tion flows reveal relative to theoretical assumptions about 

^Ibid. 

^Ibid.. p. 28̂ 4-. 
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the business enterprise. The all enveloping motivational 

force for the firm is assumed to be the profit motive: the 

ultimate truth of a free enterprise system then being equal 

to profit or expectation of profits. 

Whether or not an artificial being can be motivated 

poses an interesting problem for debate, to be contemplated 

much like the stand-by, does a computer think? For our 

purposes, it is sufficient to assume that the business firm 

has goals and objectives by virtue of the fact that it 

carried on business activity and it is motivated toward 

goals and objectives even if these motives are, in fact, 

motives of the dominant force in the firm. 

Edwin H. Caplan, researching behavioral assumptions 

of management accountants and management people, discovered 

that the goal or goals of the firm were not communicated to 

either group, and further, profit motivation was only assumed 
p 

to be top management's goal for the firm. If the goals of 

the firm are assumed implicitly, can information systems 

designed to provide relative information for judgements and 

decisions be better than the "educated guess" which pinpoints 

the organization goal. 

To compound the error of management and accounting 

merely assuming the firm's objectives and on this assumption 

8 
Edwin H. Caplan, "Behavioral Assumptions of 

Management Accounting—Report of a Field Study," Accounting 
Review, XLIII (April, 1968), p. 346. 
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determining needs to facilitate decisions concerning goals, 

is the accountant's evaluation of the measure of success 

experienced by the firm propelled tov/ard a goal that is only 

an assumption. This same group of management and accounting 

personnel who, while stating organization goals on the basis 

of personal beliefs rather than organization policy, insisted 

that production and clerical workers were more efficient when 

made aware of well-defined organization and departmental 
9 

goals. 

Analyticp.l View of Enterprise Motivation 

Thomas R. Prince analyzes the motivational assumpt

ions attributed to the firm as explicit in accounting litera

ture discussing the profit motive as an evolving concept 

co-existent v/ith a changing socio-economic environment. As 

in the case of personal satisfaction or dissatisfaction, the 

profit motive is relative, for the accountant measures pro

gress over tiiT.e relative to a comparable time period and a 

relative goal. Therefore, the motive is evaluated in 

numerous frames of reference or perspectives (social, econom

ic, legal, etc.). Prince believes the profit motive may 

motivate as an end, in and of itself, subject only to minor 

adjustments imposed by the environment within which it 

functions. With this simple viev/ of profit, the firm would 

^Ibid., p. 3^6. 

-̂ T̂homas R. Prince, "The Motivational Assumption 
for Accounting Theory," Accounting Review, XXXIX (July, 
1964), p. 55^* 
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require information of a quantitative nature, in the prag

matic view; and reporting for the entity would be a simple 

process. The large corporation would not maximize the use 

of resources for any length of time, with so little infor

mation, control, and decision requirements. So too, in the 

case of the enterprise, viev/ing profit as the dynamic endog

enous variable with environmental and sub-system goals held 

to be the given exogeneous variables, collectively forming 

the parameters of the model of the firm; one would question 

the adequacy of the firm goals which would presume to equate 

economic environment, personal motivation of participants 

and social goals, with a given or static function. 

The long-term income concept as the prime goal of 

the firm, views the totality of the firm over time, each 

time period representing but a portion of the total profit 

progression tov/ard infinity. All other objectives of the 

enterprise are merely intermediate objectives undertaken 

to reach the true end, maximization of long-term income. 

One would hesitate to ask, has any firm reached the point 

that may be called the long-run, is it liquidation or 

infinity? 

The multi-goal profit concept appears to consider 

the problems faced by the corporate institution, v/hile 

assessing the information requirements to encompass the 

l^Ibid., p. 555. 
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inte"»̂ -*:*elated systems and parameters which cast incomprehen

sible dimensions to institutional decision-making. Each 

separate objective is worthy of consideration and is unique, 

yet a profit motive cannot realistically represent the 

•multiplicity of objectives" collectively; for the profit 

motive is merely one objective of many.-̂ ^ 

To conclude, it is apparent that regardless of 

the goal orientation, the enterprise v/ill be severely handi

capped if the information system fails to communicate the 

objectives of the firm: and to be sure, it is foolhearty 

to attempt to measure progress toward a goal if the goal or 

objective is unknov/n or merely assumed. Even more useless 

is reliance upon information for the purposes of decision

making, when that information is relevant only to a firm 

existing in a vacuum or fixed environment, ignoring external 

and internal environmental factors and their interaction. 

The Value Added Concept of Income Measurement 

Possibly the toughest and least defined of all 

accounting concepts is that of income determination. 

Income has a ring to it, and inherent positive connotation 

of value. Yet income can be referred to as the "nettest" 

of net concepts for it invites judgements as to efficiency, 

future potential, and present potential of the firm. Sub

consciously the accountant is looking to the income figure 

12 
Norton M. Bedford and Nicholas Dopuch, "The 

Emerging T h e o r e t i c a l S t r u c t u r e of Accountancy," Bus iness 
T o p i c s , IX (Autumn), pp . 60-70 . 
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as an end, conditioned by the emphasis placed on the income 

statement. Yet income is in fact a macro-concept that 

results from a vast accumulation of micro-transformations 

of services and utilities. 

Hendriksen says, "In economic terms, value added 

is the value of the output of an enterprise less the value 

of the goods and services acquired from other firms." -̂  

This concept employs national income analysis, assuming 

that the corporate institution has a continuing responsi

bility to all the participants in the firm's operations, 

the equation being Revenues = Income. From the management 

standpoint, this type of income reporting is necessary where 

there exists a conglomerate, value added data is necessary 

from each industry in which the firm operates. 

This income concept does not diminish the more 

conventional accounting profit, but rather adds other ends 

or goals to the primary of firm objectives. Performance for 

the company is not just net income or dividends to stock

holders, dividends and net income are still important but 

must share the glory with growth, market position, wages 

and other motivators of the social institution. 

The value-added theory finds its origin in 

economics; conceptually and legally, there are a large 

number of claims upon income or revenues; claims of inves

tors, employees, landlords, and the Government, as a taxing 

-^Hendriksen, op. cit. , p. 117• 
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authority. Further it is assumed that those bearing the 

greatest risk will enjoy the greatest benefit from success

ful operations. For example, the employee on an assembly 

line works perhaps kO hours a week, but in terms of risk 

he would be one of the first paid in the case of liquida

tion. On the other hand, the stockholder does not toil at 

all, but rather invests his money in the firm, and would 

probably be the last to receive any assets upon liquidation; 

he bears the greatest risk but is just another claimant 

against revenue. 

The value-added concept follows Paton's entity 

concept, in that stockholders have claim only as to dividends 

declared and upon liquidation. Going further, with economic 

conditions as they are today, expansion and grov/th are the 

firm's only method of maintaining its market position over 

the long run, which in turn necessitates the use of retained 

earnings for grov/th and expansions. David Li affirms this 

position in his "Residual Equity" theory, viewing the 

retained earnings of the firm as merely additional permanent 

equity capital of the firm."̂  

Ladd labels his particular version of the value-

added concept, productive-capacity capital, and considers 

it "appropriate to the view of the contemporary corporation 

David H. Li, "The Nature of Corporate Residual 
Equity Under the Entity Concept," Accounting Review, XXXV 
(April, i960), p. 262. 
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as a vital and continuing part of society....If its con

tinued operation is in the public interest, its capital 

can only be conceived of in terms of money required to 

maintain that operation."^^ 

If the enterprise has continuing responsibility 

to all participants, the value-added concept seemingly 

overcomes the focus on income as the primary motivation of 

the firm, as was discussed at length; rather emphasis is 

placed on the revelation that a flow of products to society 

or the econom.y in real terms is matched by a flow of income 

in monetary terms to the participants in the enterprise. 

Therefore, enterprise is equally responsible to all partic

ipants, a decidedly changed role for the firm and for society. 

Macroaccounting and Microaccounting 

Macroaccounting deals with economic activity at 

aggregate levels, or quoting S.C. Yu, refers to "Social 

accounting, economic accounting, national accounting, and 

national economic accounting." The traditional micro-

accounting entity is usually a single enterprise, while the 

macroaccounting entity may range from an industry to the 

economy as a whole. 

^Dwight R. Ladd, Contemporary Corporate Accounting 
and the Public (Homewood, Illinois: Richard D. Irwin, Inc., 
1963), pp. 55-56. 

S.C. Yu, "Iwacroaccounting and Some of Its Basic 
Problems," Accoimting Review, XXXII (April, 1957), p. 264. 
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For the purpose of this paper it seems quite 

logical to define the vertical and horizontal expansion of 

the conglomerate or highly diversified enterprise in the 

macroaccounting sense. S.C. Yu states, "The relationship 

between macroaccounting and macroeconomics is theoretically 

justifiable. After all, m.acroaccounting deals with aggre

gate or total output and income."^^ 

Basic procedures used in macroaccounting in 

assembling and presenting data are consolidation and combi

nation, v.'hich fits perfectly the nature of the social insti

tution involving multi-product output, multi-location factor

ies, multi-industry operation, and/or multi-economic units. 

Additionally, macroaccounting places fair market value on 

production, regardless of time of sale, emphasizing real 

income and output as paralleling the value-added concept. 

With the demands for additional information from 

accounting, use and understanding of the macroaccounting 

framework can provide the accountant with a means of irnder-

standing the organization and its environment from the stand

point of the total economic climate. 

Equities in the Corporate Enterprise 

At first glance, the enterprise theory seems to be 

a concept that takes a socialistic approach to business; yet 

the large corporation has problems, considerations, alternatives. 

'̂'ibid. 
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and oven repercussions that are unique to it. 

The Employee 

The large institution takes on paternalistic over

tones in several areas. Group insurance, pension plans, 

profit sharing arrangements, stock option plans, training 

programs, production rewards, and bowling teams to mention 

but a fev; of the company financed or partially financed 

"fringe" benefits to motivate the employee toward company 

goals. In many cases there are staff psychologists to smooth 

out family problems or on-job conflicts. Additionally, 

future incentives are rumored to allov/ capitalization of 

employee training or educational expenses: in other words, 

the enterprise is rewarded for undertaking an educational 

function that the Government felt the company could handle 

more effectively than the bureaucracy. 

Many of the corporate "fringe" benefits are designed 

to establish for the labor force an "investment" in the com

pany that would keep the employee association with the com

pany stable, much like permanent capital investment. A very 

interesting model has been developed to apply management 

techniques tov/ard social improvement in general. Basically 

each individual has many "needs" and the model program 

identified these needs and directly reduces such needs to 

an acceptable level. Once the individual has employment 

these remaining needs are matched against the enterprise 

needs so as to solve both problems. Care must be taken not 
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to interpret "needs" as pertaining to financial wants. The 

individual is evaluated and "the social accounting program's 

mathematical model .... helps to identify the best theoret

ical allocation of resources to programs in order to reduce 

the inventory of needs to a minimum compatible with given 

1R 

constraints." So too, would the potential of the enter

prise, growth and reinvestment, accrue to the employee; but 

more importantly the potential of the enterprise corporation 

is not only to hire a large percent of the nation's labor 

force, but to quantify human needs and continue waging a war 

on poverty outside Government programs. 

The Stockholders 

The position of the stockholder in the enterprise 

is no different than the position explained by the broad 

interpretation of the entity concept. Earnings retained in 

the company do not, per se, belong to stockholders but rather 

to the enterprise,and management reinvests these profits in 

the firm,therefore allocating said profits among all consti-

tuenties in the most efficient productive manner. 

Considering the effect of stockholders' actions 

of all companies that demand enterprise classification on 

the trading in the securities markets, viewing stockholders 

as merely suppliers of capital and recipients of dividends 

is all too limited. Market fluctuations of one stock, or in 

•̂  Shorey Peterson, "Corporate Control and Capital
ism," Readings in Organization Theory: A Behavioral Approach, 
ed. by Douglas Egan and V/alter A. Hill (Boston: Allyn and 
Bacon, Inc., 1967), p. 43. 
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the case of several securities, affects public opinion and 

economic expectations. The capital and the money markets 

are complex, yet it would be safe to assume that stockholders 

can trigger a set of chain reactions in the market place that 

are both powerful and potentially unsettling for the institu

tion. 

Market Consumers 

For all corporate enterprise there is a basic 

reason for existence, that is, production of want satisfying 

goods and services. Inherent in this statement is the assump

tion that from the result of enterprise effort necessarily 

must emerge a value created that is want satisfying: there

fore, there must be a consumer who will satisfy a want by 

acquiring the value created through business operation. In 

order to acquire that which satisfies wants, the consumer 

gives or sacrifices value. 

To regress, m.an by his nature is a creature of 

want, and satisfaction of any particular want merely ele

vates the individual's basic want to a higher want plane. 

If this be true, the function of the enterprise is secure, 

yet as wants move infinitely upward to higher planes, the 

entity must ever compete, innovate, and predict just in 

order that there be a market for the productive end product. 

Without the consumer of production, the entire 

framev/ork within which the firm operates would collapse. 

So it may be argued that the customer is an integral part 
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of tho operating entity as is management or stockholders, 

and he too benefits from the operation of the enterprise 

through satisfaction, higher standard of living, and 

efficient allocation of resources. 

Market Competitors 

Another incentive toward efficiency and effective 

supply of want satisfying goods is integrated in the compet

itive market. The firm first with the greatest "value 

available" to the consumer reaps the benefits for all claim

ants on corporate earnings. 

"Value" here is either value in the mind of the 

consumer or real value, the effect upon the consumer being 

identical. Competition spurns efficiency, innovation, and 

creative thinking; a case in point, Russia's first sub

orbital space flight, the Sputnik, caused competitive 

reaction in the U.S. bringing about space age innovations 

and accomplishments years sooner than planned. Competition 

is a pov/erful element in the goal setting process and logi-

cally, in desire for achievement of the goal. 

Suppliers 

The demand situation faced by the supplier is 

necessarily a derived demand. That is, in the industrial 

sense, what will be needed for production is derived from 

the demand for the end product. For the producing enterprise, 

there must be a supply market in which to bargain for raw 

materials. Here too, competitors needs and consumer wants 
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play a significant role in the operating process. Expan

sion plans necessarily must be predicated upon suppliers 

terms and goods avail?.ble as well as consumer demand. 

Creditors 

Requirements for financing business activity 

involves various combinations of debt and equity, hopefully 

with favorable leverage. Creditor's claims on assets of the 

business have priority over equity claims and usually are 

terminating in nature. With maturity repayment requirements, 

the creditor contributes funds, but requires repayment as a 

result of revenue flows: therefore, like the supplier, the 

creditor represents a claim upon revenue in a more certain 

way than equity contributors. Without the financing avail

able from creditors, the enterprise would not be in a posi

tion to maximize the use of funds over time and without the 

enterprise need for creditor's funds, both long and short 

term investment and growth would be severly handicapped. 

Community 

Portions of the corporate institution, as located 

in communities throughout the country, contribute to the 

community development in terms of spending power of the labor 

force, construction increases, and job opportunities. ̂  The 

community on the other hand, offers recreation, schools, 

supply of labor, transportation facilities, climate, natural 

resources, and to a limited extent a market for goods and 

institutional loyalty. So too, must the benefit received 
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from the community be matched r.gainst favorable results to 

the community. 

Government 

The U.S. Government is both a source of revenue 

and protection as well as an expense of operating an enter

prise. Governmental purchases of goods and services consti

tute a large portion of the Gross National Product. The 

manipulation of Government spending, taxation, and the supply 

of money affects all economic activity. Government can either 

increase or retard spending, thereby causing production cut

back through manipulation of disposable income at the con

sumer level; cut back Government purchase of goods and 

services to cut production; or apply monetary restraints 

decreasing the supply of money with resultant higher interest 

rates, production cuts, and additional investment in personal 

savings. 

Consumer protection legislation requires strict 

labeling of products, while the ICC regulates interstate 

commerce, unfair competition, and certain pricing and dis

tribution practices. 

The governmental regulation through the ICC can 

greatly influence the operating activities of the enterprise, 

while the SEC monitors the actions taken in the securities 

markets. As a taxing agency, the IRS sets out regulations 

as to the computation of income and requires payment of 

taxes on that income. Additionally the entity is held 
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liable for t?.xes withheld fror̂ . employees wages and salaries. 

Enterprise Test 

The corporation might be considered more appropri

ately an enterprise in proportion to the extent to which the 

business is a social system and to the degree the business 

is an integrator of products and markets. Richards and 

Greenlaw, obviously did not include governmental or polit

ical variables in their enterprise test; even so, it is 

obvious that in accounting for the corporate enterprise, the 

theoretical development of accounting theory requires an 

inter-disciplinary approach borrowing from the behavioral 

and social sciences, the physical sciences, mathematics, 

and the humanities. Adequately providing information for 

the social institution is a comprehensive task, perhaps 

systems theory would provide a starting point. 

19 
Max D. Richards and Paul S. Greenlaw, Management 

Decision Miaking, (Homewood, Illinois: Richard D. Irwin, Inc., 
1966), p. 117. 



CHAPTER III 

THE SYSTEMS CONCEPT 

The vast growth in size, complexity, and 
diversity of operations of the modern business 
organization has made the managerial functions 
exceedingly difficult, but more essential to the 
success of the enterprise .... today's large-scale 
business enterprise should apply the systems con
cept to meet the growing complexities and prolif
eration of operations.i 

This statement represents a strong indictment for 

the enterprise and an equally comprehensive responsibility 

for the systems concept. 

A science is often referred to as a systematic 

body of knowledge, facts, or ideas arranged in a logical 

Tianner and forming a coherent whole. In order that the 

whole may be comprehended, one must understand and associate 

the laws and relationships that exist therein. Possibly 

the most illustrative example of the basic concept is 

Darwin's Origin of the Species which ordered nature as a 

system of interrelated living sub-systemso 

Comprehending the complexities of the business 

environment and its operation lends itself to application 

Richard A. Johnson, Fremont S. Kast, and James E. 
Rosenzweig, The Theory and Management of Systems (New York: 
McGraw Hill Book Company, Inc., 1963), p. 1. 
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of the systems concept. Accountants, Peter A. Firmin and 

James J. Linn, evaluate efforts in the area of systems 

development as enrichment of this generation through 

"heightened interest in scientific research, applications 

of scientific methodologies and analytical techniques to 

business problems, significant progress in research in the 

applied behavioral sciences, and an appreciation for the 

rich insights to be gained by viewing organizations as inte-
2 

grated networks of sub-systems." 

The systems concept is basically simple in approach 

and background. "The systems concept is primarily a way of 

thinking about a job of managing. It provides a framework 

for visualizing internal and external environmental factors 

as an integrated whole. "-̂  

The accountant's application of the systems con

cept emphasizes the interrelationship between information and 

decision miaking or control. The management process is 

thought of as a function of planning, organizing, controlling, 

and comimunicating, the firm being viewed as a decision-making 

model for meeting the overall objectives of the organization 

or system. Therefore, both accounting and management are 

involved with and committed to a system of information which 

2 
Peter A. Firmin and James J. Linn, "Accounting 

Systems Course—A New Concept," Accounting Review, XLII 
(January, 1967), p. 124, 

3 
Johnson, Kast pnd Rosenzweig, op. cit. , p. 4. 

^Ibid. 
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will allow and foster a control and decision-making frame

work propelled toward the goals of the organization. 

General Systems Theory 

The most logical approach to this subject is to 

define or describe first the theory applied in treating 

comparatively broad areas, "General Systems Theory is a 

name which has come into use to describe a level of theoret

ical model-building which lies somewhere between the highly 

generalized constructions of pure mathematics and the specif

ic theories of the specialized disciplines."^ The objectives 

of general systems theory may be set forth with varying 

degrees of ambition and confidence. At a low level of 

ambition and a high degree of confidence, it aspires to 

point out the similarities in the theoretical framework of 

different disciplines, and developing theoretical models 

which find applicability in at least two fields of study. 

However, on the other extreme, being highly ambitious while 

perhaps expecting a lower degree of confidence, general 

systems theory envisions the development of a "spectrum of 

theories—a system of systems which may perform the function 
«6 

of a 'gestalt* in theoretical construction." 

Kenneth E. Boulding, "General Systems Theory—The 
Skeleton of Science," Managemen-b Systems, edited by Peter 
P. Schoderbek (New York: John Wiley and Sons, Inc., 1968), 
p. 7. 

^Ibid. 
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Kenneth E. Boulding, an economist who shared with 

L. Von Bertalanffy the distribution of having written the 

classic article in the area of general systems theory, 

charges science with the particular failure of infinite 

specialization which allows growth of knowledge, while, at 

the same time, completely strangles communication and growth 

of knowledge between the specialized sub-groups.^ In an 

attempt to rectify this situation, Boulding with various 

eminent contemporaries believes there are two approaches 

to the development of any general theory; however, the 

approaches are complimentary, not competitive. Their approach 

is: (l) assemble general phenomena from the empirical uni

verse, which spans the particular disciplines, and develop 

theoretical models relevant to this phenomena; or (2) arrange 

empirical fields in a gradation of com.plexity of the organ

ization of their most basic unit, and endeavor to develop a 

level of abstraction suitable for each unit in the heirarchy. 

The former would point to the statistical method used so 

frequently in the area of the social sciences of probability 

and normal curve, inferring parameters; while the latter 

suggests the approach of classical mathematics attempting to 

reorganize highly general relationships into a coherent 

system. 

Boulding's theme, in a sense, is "organization." 

Ibid., p. 8. 

^Ibid., p. 9. 
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for he seems to revel in the empirical phenomena of the 

universe and the knowledge available through meaningful 

ordering of this phenomena. Common to all disciples, 

Boulding sees the followingi (1) aggregates or populations 

of individuals or units, making dynamic movements within 

the aggregate or discipline, while at the same time inter

acting with other fields or disciplines; (2) growth within 

the aggregates or grovrth of the aggregates in the spirit of 

perpetuation or survival; and (3) information and communica

tions as a function of the interrelationships among indiv

iduals and units. This approach predicates an attitude of 

general phenomens^ assembly, committed to development of 

ambition that is coexistent with a high degree of confidence. 

General Systems Theory is the quest for a body of 

systematic theoretical constructs which discuss the general 
9 

relationships of the empirical world. 

Classifications of Systems 

Kenneth E. Boulding, enamoured with the idea of 

a system of systems, sets forth a framework of theoret

ical systems as follows 1 

^Ibid., p. 7. 
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(1) The first level is that of the static structure 
.... The accurate description of these from 
works is the beginning of organized theoretical 
knowledge in almost any field, for without 
accuracy in this description of static relation
ships no accurate functional or dynamic theory 
is possible. 

(2) The next level of systematic analysis is that 
of the simple dynamic systems with predeter
mined necessary motions. This might be 
called the level of clockworks .... Two 
special cases might be noted. Simple equi
librium systems really fall into the dynamic 
category, as every equilibrium system must be 
considered as a limiting case of a dynamic 
system, and its stability cannot be deter
mined except from the properties of its par
ent dynamic system. Stochastic dynamic 
systems leading to equilibria, for all their 
complexity, also fall into this group of 
systems; such is the modern view of the atom 
and even the molecule, given with a certain 
degree of probability, the whole, neverthe
less, exhibiting a determinate structure. 

(3) The next level is that of control mechanism 
or cybernetic system, which might be nick
named the level of thermostat. This diff
ers from the simple stable equilibrium 
system mainly in the fact that the trans
mission and interpretation of information 
is an essential part of the system. As a 
result of this, the equilibrium position is 
not merely determined by the equations of 
the system, but the system will move to the 
m.aintenancG of any given equilibrium within 
limits. Thus, the thermostat will maintain 
any temperature at which it can be set; the 
equilibrium temperature of the system is 
not determined solely by its equations. 
The trick here, of course, is that the 
essential variable of the dynamic system is 
the difference between the 'observed or 
recorded value' of the maintained variable 
and its ideal value. 

(4) The fourth level is that of the open 
system, or self maintaining structure. 
This is the level -.t which life begins 



-36-

to differentiate itself from non-life; it 
might be called the level of the cell .... 
closely connected with the property of self-
reproduction .... what is clear, however, 
is that by the time we have got to systems 
which both reproduce themselves and main
tain themselves in the midst of a through
put of material and energy, we have some
thing to which it would be hard to deny 
the title of life. 

(5) The fifth level might be called the genetic-
societal level; it is typified by the plant; 
it dominates the empirical world of the 
botanist. The outstanding characteristics 
of these systems are first, a division of 
labor among cells to form a cell-society 
with differentiated and mutually dependent 
parts, and second, a sharp differentiation 
betv/een the genotype and the phenotype, 
associated with the phenomena of equifinal 
or blueprinted growth. 

(6) The animal level is characterized by increased 
mobility, teleological behavior, and self-
awareness. Here v/e have the development of 
specialized information receptors leading to 
an enormous increase in the intake of infor
mation, and we have also a great development 
of nervous systems, leading ultimately to 
the brain as an organizer of the information 
intake into a knowledge structure or "image'. 

(7) The next level is the human level - that is 
of the individual human being considered as 
a system .... f'an is distinguished from the 
animals also by a much more elaborate image 
of time and relationship, and man is prob
ably the only organization that knov/s that 
it dies, that contemplates in its behavior 
a whole life span, and more than a life span. 

(8) Because of the vital importance for the 
individual man of symbolic images and 
behavior based on them, it is not easy to 
separate clearly the level of the individ
ual human organism from the next level, 
that of social organizations. At this 
level we must concern ourselves with the 
content and meaning of messages, nature 
and dimensions of value systems, the 
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transcription of images into a historical 
record, the subtle symbolizations of art, 
music, and poetry, and the complex gamut 
of human emotion. The empirical universe 
here is human life and society in all its 
complexities and richness. 

(9) To complete the structure of systems, we 
should add a final turret for transcendental 
systems, even if we may be accused at the 
point of having built Babel to the clouds 
.... It will be a sad day for man when 
nobody is allowed to ask questions that 
do not have any answers.10 

It should be evident that the two approaches to 

systems theory are not entirely new choices; for, in fact, 

they are merely an extension of the ancient ponderings as 

to the effectiveness and suitability of the inductive and 

deductive reasoning processes. This is not to diminish 

in any manner the brilliant work of Kenneth E. Boulding, 

but rather places its foundation in the classic theory of 

philosophy. Mesarovic, as v/ell, bases his general systems 

theory on the classic dilemma, "Since the very beginning 

of scientific inquiry, emphasis has alternated between the 

particular (data and facts) and the general (similarities 

and theories). Theory requires the facts on which to build, 

and facts and evidences need theory for understanding of 

the phenomena." 

Boulding admonishes the systems theorist to take 

care, in order that, in his excitement for the systems 

10 
Ibid., pp. 10-13. 

Mihajlo D. Mesarovic, Views on General Systems 
Theory (New York: John V/iley & Son, Inc., 1964), p. 1. 
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approach, he fail to consider the "iron law" of perception. 

"Any point of view depends upon certain value presuppositions 

and position of the viewer, for we view the world from some 

highvalued peak within our own welfare function. Things 

which we value more highly loom more closely in our mental 

12 land scape." 

Presuppositions of the Systems Point of View. The 

systems point of view naturally carries with it certain pre

suppositions about the systems theorist, the first being a 

prejudice in favor of a system, order, regularity and non-

randomness with actual, accute prejudice against chaos and 

randomness. Boulding characterized the general systems 

type of person as having a "rage for Order. "-"--̂  In other 

words, the whole empirical world is more interesting v/hen 

orderly. These attributes or outlooks of a systems type of 

person could apply equally well to accountants, engineers, 

and mathematicians. Yet, this systems person must also be 

a generalist placing high value on quantification and mathe-

matization. The most impressive attribute of the generalist 

is his connotation of breath of knowledge and experience, 

allowing systems to be studied "holistically in all their 

^^Kenneth E. Boulding, "General Systems as a Point 
of View," Views on General Systems Theory, edited by 
Mihajlo Mesarovic (New York: John Wiley & Son, Inc., 1964), 
p. 26. 

-̂ Îbid. 
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multi-disciplinary glory." 

System Boundaries. Just as the beholder of the 

system brings to his systems view certain preconceptions, so 

too does the boundary of the system shape systems theory. 

The ideal and most representative boundary would be infinity; 

yet man and machine cannot really comprehend infinity as the 

total system, and to truly close a system simulates a com

plete and total vacuum, which is also completely unrealistic. 

Robert Chin suggests as a boundary a closed circle around 

selected variables where there is the less exchange of 

energy or communication across the line of the circle than 

within the delimiting circle.^ 

An example of an open system is the living organism, 

which is not a conglomeration of separate elements, but a 

definite system with wholeness. So, too, is the business 

organization an open system. John B. Mallory views the firm 

as "a dynamic shifting system of vector forces operating in 

its ov/n field. At the same time it must be understood that 

the firm as a field is interacting with other fields of 

force, the totality of which constitutes a larger, more 

complex field, i.e., an industry, a community, a nation, a 

Russell L. Ackoff, "General Systems Theory and 
Systems Research: Contrasting Conceptions of Systems 
Science," General Systems Theory and Systems Research, 
op. cit., p. 5^» 

Robert Chin, Schoderbek, oj^, cit. , p. 18. 
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world."^* 

Axiomatic Approach to Systems Theory 

C. West Churchman states that the intent of the 

axiomatic approach is to statei (1) that systems are complex 

and that which is complex can be designed and evaluated, and 

(2) that the adjective "general" in the phrase, "general 

systems theory," modifies both "systems" and "theory." ' 

Similarly, Mallory*s axioms arei (1) Systems are 

designed and developed; therefore, systems must be assumed 

to be capable of evaluation, have objectives in order to 

measure performance, and be changeable; (2) Systems are 

component designed, therefore, have sub-systems; (3) The 

components of systems are also systems; therefore, the 

system may be subdivided to the extent the individual 

designer sees fit, the last components being simple building 

blocks; (4) The system is closed if its evaluation does not 

depend upon the design of its environment; yet the designer 

will choose to close the system to changing factors in the 

environment as they occur; (5) A general system is a system 

that is closed and remains closed for all environments; (6) 

There must be only one general system (monism); (7) The 

-^^J.B. Mallory, "Cybernetics and Psychological 
Adjustment," Ideas for Management (Cleveland: Systems and 
Procedures Association, 1964), p. 244. 

^^C. West Churchman, "An Approach to General 
Systems Theory," Views on General Systems Theory, op. cit., 
p. 173. 
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gcneral system is optimal (optimism); (8) General system 

theory is the methodology for the general system; and (9) 

The search for a general system becomes more difficult v/ith 

time, and this search is never completed (realism). 

It would appear that monism denies change, inno

vation, and the human spirit to search for more knowledge, 

while optimism denies change. If we may learn from the past, 

the one variable v/e must expect is change over time, and a 

small minority v/ould deny innovation and technical advance. 

The Systeins Concent for the Business Enterprise 

Of systems, the minutest crumb 
Must Be, Behave, and then Become. 
This Principle and space traverses 
Fron Atoms up to Universes 
And systems that are not malarky 

Kust find their place in this hierarchy. 

—Kenneth E. Boulding 

Research in the area of industrial operations may 

boast, as an unexpected dividend, a concept or philosophy 

of the complex business enterprise which serves to offer 

perspective and potential gain to all participants in the 

organization. This is the systems concept of the firm, a 

man-made organization rather than a natural organism; yet 

the organization system is very like the living organism 

operating in various larger environmental systems, striving 

for equilibrium and perpetuation. Beer suggest that "a 

firm certainly is not alive, but it has to behave like a 

^^Ibid., pp. 173-175. 
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living organism. "•'-9 Modern organization theory is based on 

the holistic approach, "The whole is deemed more important 

than the parts and the process more vital than the basic 

elements."^^ 

Taking the psychological viewpoint, Katz and Kahn 

place more emphasis on the external environment of the 

organization system: 

Any such systems involve the flow of energy from 
the environment through the system itself, back 
into the environment. They involve not only a 
flow of energy but a transformation of it, as 
alteration in energy form, the precise nature of 
which is one defination of the system itself.21 

A firm should be looked on as an open system 
emphasizing its relationship v/ith the support
ing environment.22 

Paralleling the possible gradation between 

Boulding's tv/o approaches to a general systems theory—a 

view from the general environment or total system down to 

basic elements or building blocks of an organization as 

opposed to beginning with the minutest identifiable components 

% . Beer, Cybernetics and Management (New York: 
John Wiley & Son, Inc., 1959), p. 17. 

^^M. Valliant Higginson, "r.Ianaging With EDP: A 
Look at the State of the Art," (American Management Asso
ciation, 1965), p. 9. 

21 
Daniel Katz and Robert L. Kahn, The Special 

Psychology of Organizations. (New York: John Wiley & Son, 
Inc., 1966), pp. 452-453. 

22 
Ibid., p. 9. 
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of an organization upward, to finally view the total system— 

information theorists and advocates of the systems approach 

to modern organization theory run the gamut of the possi

bilities for a point of focus for the systems view of the 

firm. The theme of this paper does not attempt to suggest 

one particular systems view for every business organization. 

Rather the proper approach appears to depend upon the nature 

of the enterprise in question. Robert Chin's "delimiting 

circle," emphasizing the degree of dependence and inter

action between the components of a system in setting the 

boundary of the system focus, offers the most realistic 

point from which to view the internal sub-systems, as well 

as external environmental meta-systems. The delimiting 

circle is then an adjustive or general model to establish 

a point of departure and the most realistic perspective for 

systems view of the firm. 

Objectives of the System 

Once the perception of the organization in a 

realistic systems view is established, the organization may 

develop the self knowledge and awareness to accomplish the 

objectives or goals which justify the existence of the 

organization as an operating unit or organism within its 

environment. 

Organized activity suggests objectives, or more 

simply, a series of means and ends. Ideally, business 

enterprise is the organized and coordinated efforts of the 



-44-

enterprise participants directed toward the goals of the 

enterprise. John E. Field states his proposal for the goal 

orientation of business institutioni 

The multi-level, multi-goal system theory disting
uished first-level goal seeking units controlling 
the physical system, form higher-level goal-seek
ing control units that coordinate the first level 
control units. This scheme may be generalized 
into a hierarchy of goal-seeking control units 
or systems of higher order .... the coordination 
problem in a complex system is to influence 
behavior of control units so as to achieve the 
overall goal.23 

In order that the system be coordinated toward 

system goals, these goals and objectives of the system must 

be established. Herein lies a perplexing degree of miscon

ception, assumption, and even incorrect guesses. There are 

as many versions of enterprise goals as there are participant 

groups or individuals in corporate enterprise. This is not 

surprising or disconcerting, for management has long taken 

the position that alignment of group and individual goals 

with those of the organization control group renders more 

satisfying work groups and more productive corporate efforts. 

The most unsettling interpretation of enterprise objectives 

is advanced by the higher level or top decision-making groups. 

A recent study by Edwin H. Caplan indicates that top manage

ment and accountants, in comptroller positions, differed in 

stating the primary goal of their respective organizations 

^^John E. Field, "Toward a Multi-Level, Multi-Goal 
Information System," Accounting Review, XLIV (July, 1969), 
p. 594. 
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Maximize Profits 

Accountants 75^ 
Managers 25^ 

Earn Satisfactory Profits 

Accountants 20^ 
Managers 70^ 

Dwight P. Ladd, an accountant, ventures to refute 

the economic-man axion as early as 1963, assertingi• 

"Actually, there are many indications that corporate sur

vival and growth are the principal objectives of contempo

rary corporations and that these objectives are implicitly 

accepted by most of those to whom the corporations are 

responsible."^^ Ladd meaningfully analyzed the reasons for 

the apparent move from the profit maximization as corporate 

objectives in the directions of growth and survival1 

(1) Desire for bigness or identification of indi
viduals with bigness 

(2) Increase in population, which increased the 
work force 

(3) Advances in communications technology allow
ing the manager to expand his capacity to . 
manage 

(4) Displacement of the profit maximization objec
tive with the idea of reasonable profit 

Edwin H. Caplan, "Behavioral Assumptions of 
Management Ac counting--Re port of a Field Study," oj£. cit.. 
p. 3^5. 

25 •'̂ Ladd, 6£. cit.. p. 18. 
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(5) Declining influence of the shareholders (regard
less of whether there is a cause or an effect) 

(6) Acceptance of the idea of widespread corporate 
responsibilities and simultaneous rejection of 
the responsibility to stockholders alone evi
denced by corporate philanthropy, aesthetic 
considerations in construction decisions and 
community responsibility.^6 

Aside from toying with the reasons for the subtle 

shift from the profit maximization principle to the clammer 

for growth, Robert B. Young ventured a prediction which has 

been verifiedi 

The demands for "growth" are incessant. And the label 
"growth firm" has become increasingly synonymous with 
success, seemingly replacing "blue chip" as the 
corporate status symbol of the nineteen sixties.^7 

Apparently, emphasis has shifted toward viewing 
28 

survival as the ultimate objective. 

Information-Decision Systems 

Allan L. Burns draws an interesting analogy, 

stating, "Systems are to an organization what the nervous 

system is to the body."^ Perhaps this is an overly dra

matic comparison: yet if you consider that Burns defined a 

system as the process flow and control of information 

^^Ibid., pp. 18-20. 

^^Robert B. Young, "Keys to Corporate Growth," 
Harvard Business Review, Vol. 39, No. 60 (Nov.-Dec, 196l) 

28 Beer, op. cit., p. l42. 

^Allen L. Burns, "The Future of the Systems 
Profession," Ideas for Management (Cleveland: Systems and 
Procedures Association, 1964), p. 365. 
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through the components of an organization to enable manage

ment to obtain its objectives, it is apparent that he viewed 

systems as the sensory and reactionary organ of the firm.^^ 

The systems model of the organization and its sub

systems advance managerial effectiveness by furnishing new 

perspectives of organizational behavior and new approaches to 

decision making. John P. Mallory quotes Professor Jay 

Forrester of Massachussets Institute of Technology concern

ing the information systems 

The major fraction of a model will usually be with
in the information network. Information is the 
essence of decision making. It is the linkage 
that causes the other five networks (money, mater
ial, orders, personnel, and capital equipment) to 
act on one another. In many economic models and in 
our attitude toward accounting, there is often an 
effort to visualize money in the central inter
locking relationship to other parts of industrial 
activity. The money network does not provide 
adequate inputs for creating actual managerial and 
economic decisions.31 

The link between the information system and the 

decision system is, of course, communication. March and 

Simon divided the communication process into five types of 

activity: (l) non-programmed activity, (2) initiated and 

established programs including day-to-day adjustments and 

coordination of programs, (3) provided data for application 

of strategies required for executive programs, (4) envoked 

programs, i.e., stimuli, and (5) provided information on 

30Ibid., p. 366. 

-̂ •̂ •J.W. Forrester, Industrial Dynamics (New York: 
John Wiley & Son, Inc., I96I), p. 72. 
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results of activity or the feedback control program.-̂  

The systems concept, using a sub-system, sub-goal 

integration, factors tasks and, therefore, factors decisions. 

The systems view constructs a series of means and ends analy

ses to establishI (l) sub-goals and sub-sub-goals, which 

result from analysis of organization goals; (2) the kinds 

of stimuli to which each organization imit is exposed in 

carrying out its assignment. 

Synthesis of Systems Application 

The business enterprise is a dynamic, man-made 

system, surviving in an environment, interacting with both 

natural and man-made systems. Resembling a human individual, 

the firm is striving to reach a state of equilibrium with the 

external environment, as well as within its own internal frame

work. Internal to the corporate system are natural and man-

made resources interacting within the organization and with 

external environmental systems. 

To unite the sub-systems of the enterprise, 

organization goals must motivate directly or indirectly the 

component parts of the firm to accomplish the objectives 

established by the system hierarchy. Coordination of efforts 

or inputs to the system is accomplished through an information-

decision system: (l) communicating intelligence information 

for design or decision activity, (2) carrying design results 

-̂ 2James G. March and Herbert A. Simon, Organizations 
(New York: John Wiley & Son, Inc., 1959), p. l6l. 
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in the form of stimuli to initiate action, and (3) reporting 

control information or feedback for measurement against 

system and sub-system objectives. The approach does set 

forth a framework for effective action and interaction, yet 

allows for readjustment and change throughout all levels of 

the system and the environment. Using systems theory to 

broaden and extend the parameter of the business firm, the 

dynamics of contemporary corporate activity are brought more 

clearly into focus. 



CHAPTER IV 

AN ENTERPRISE - SYSTEMiS CRITIQUE 

Programming sticks upon the shoals 

Of incommensurate multiple goals. 
And where the tops are no one knows 
When all our peaks become plateaus 
The top is anything we think 
When measuring make the mountain shrink. 

The upshot is, we cannot tailor 
Policy by a single scholar. 
Unless we know the priceless price 
Of Honor, Justice, Pride, and Vice. 
This means a crisis is arising 
For simple-minded maximizing! 

—Kenneth E. Boulding 

Contemporary View of the Corporate Enterprise 

The enterprise has been defined in several con

texts; as a social institution, an integration of markets, 

a multi-goal—multi-level firm, a conglomerate, and a fxinc-

tion of the degree of separation between management and 

ownership. More concretely, it would be very advantageous 

to consider the Fortune 500. the largest industrial corpor

ations with sales in 1968 of 405.3 billion dollars. This 

staggering sum represents only slightly less than one-half 

of the Gross National Product which totals 60.6 billion 

-50-
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dollars. More impressive is the fact that this sales fig

ure represented 64 per cent of all industrial sales, while 

profits of the "500" represents 74.4 per cent of all indus-

trial profits in the United States or the Nation. The 

Fortune "500" hired 687 out of every 1,000 employees engaged 

in national industrial occupations.-^ The "Arrivals" to the 

Fortune "500" numbered 23, contrasted with 31 "Departures;" 

yet, interestingly enough, of the 31 "Departures," 26 were 
k 

absorbed by other "500" firms. Evidently then, the giants 

appear to be getting more gigantic. 

Shifting from the "500" to the top fifty industrial 

corporations places more emphasis on enormous influence and 

the formidable positions enjoyed by the really large complex 

industrial corporations, the fifty account for 48.4 per cent 

of all "500" sales and 30.9 per cent of all industrial sales, 

predictably corner 53.4 per cent of the "500" profits, and 

39.8 per cent of all industrial profits. Fifty manufacturig 

or industrial firms earn in excess of 30 per cent of all prof

its made in industry and sell nearly 40 per cent of all goods 

that are manufactured in the United States. Surely 30 per 

Federal Reserve Bulletin (V/ashington, D.C.: Board 
of Governors, The Federal Reserve System, June, 1969), p. A66. 

2 
Eleanor Johnson Tracy, "The 500 Largest U.S. Indus

trial Corporations," Fortune, Vol. LXXIX, No. 6 (May 15, 
1969), p. 166. 

^Ibid., p. 167 

^Ibid., p. 166 

^Ibid. 
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cent of all profits and 40 per cent of all sales are material 

percentages; yet Arthur Lorig views the enterprise theory 

as unimportant by virtue of the fact that it could find 

application in approximately only 1,000 firms out of a total 

of one million corporations in the United States.^ If 500 of 

these 1,000 corporations produce for sale nearly one-half of 

the Gross National Product, then Lorig proposes to overlook 

a decisive portion of our total economy as unimportant, 

virtually making "molehills out of mountains." 

In a shallow and restricted sense, the enterprise 

firm can be viewed from such lists as Fortune's "500" for 

the purpose of concrete example; yet the consideration most 

relevant is still the effect of the enterprise upon higher 

environmental systems and the degree of influence exerted 

by environm.ental system.s upon the firm and its sub-systems. 

Stated more forceably, the degree of interrelationship of 

the enterprise systems v/ith larger environmental systems 

and the integration of internal sub-systems toward goals of 

the system, as v/ell as toward higher environmental systems, 

determines the liklihood of enterprise designation. 

John Kenneth Galbraith, as quoted in the Journal 

of Accountancy, succinctly defines the role of contemporary 

corporate enterprise, stating"....It is not to individuals 

but to organizations that power in the business enterprise 

and power in society is passed. And modern economic society 

Arthur Lorig, op. cit. , p. 569. 
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can only be understood as an effort, wholly successful, to 

synthesize by organization a group personality far superior 

•for its purposes' to a natural person and with the added 
7 

advantage of immortality ...." 

Contemporary Concepts of the Firm 

In 1819, Chief Justice of the United States, John 

Marshall, described the corporation as "an artificial being, 

invisible, intangible, and in contemplation of the law." 

In this way Marshall personified the corporation only to a 

limited extent; however, the corporation today is often viewed 

in contemporary circles as an institution in its own right, 

existing apart from its participants—one group of which is 

represented by management in a decision-making capacity. 

Corporate goals and objectives exist quite apart from the 

enterprise participants, while management becomes custodian 

of these objectives instead of representing the stockholders. 

In opposition to the institution, apart from its participants, 

is the social institution as a decision-making center for the 

participants in the organization.^ 

n 
Journal of Accountancy (July, 1969), p. 63, quoting 

John Kenneth Galbraith, The New Industrial State (Boston: 
Houghton Mifflin Company), I967. 

o 
Trustees of Dartmough College v . V/oodward, 4 V/heat. 

518 (U.S. 1819). 

'Soujanen, OJD. c i t . . pp. 393-394. 

^ ^ I b i d . , p . 392. 
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In order to study the concept of the firm, it is 

helpful to break the analysis into two classificationst 

(1) rationalistic concepts and (2) behavioral concepts.^^ 

The first classification is the perception of the firm as 

an entity, or institution in its own right; the second one 

views the firm as resultant from the total efforts of the 

participants or participant groups. 

Rationalistic Concepts. Rationality for the firm 

assumes an external environment which offers choice and 

necessity for action, an assumed rationale, an obvious goal 

or objective, and a presumption of action taken by the whole 

entity rather than by individual members of the organization. 

These assumptions carry over from the rational man theory, 

the microeconomic notion of entrepreneurship for competitive 

models, and more recently, strategic games. Another "given" 

is maximization of profit and minimization of losses as 

rational behavior. Originating in the physical sciences, 

cybernetics, which involves a "closed-loop" control system 

and adjustment of the system by virtue of changes in the 

environment registered by feedback, is useful inversely 

proportional to the time lag in the input-feedback function. 

The scientific managem.ent movement also concentrates 

on the nature of man as an individual v/ho is naturally lazy. 

Joseph W. McGuire, "The Concept of the Firm," 
Readings in Organization Theory: A Behavioral Approach, 
edited by Walter A. Hill and Douglas M. Egan (Boston: Allyn 
and Bacon, Inc., 1967), p. 6. 
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resentful of authority, and untrustworthy. However, it is 

because scientific management focuses upon the individual 

and his attitudes, that this concept is classified as ration

alistic, not a result of the questionable personality assump

tions. 

The rationalistic concepts of the firm are useful 

in evaluating performance; yet, as a whole, the assumptions 

are purely conceptual or empirical. An observation by 

Professor Lewis E. Hill places rationality in perspectivei 

"There is no irrational behavior; rather there is an infinite 

number of rationales."^^ 

Behavioristic Concepts. Common to the behaviorists 

theory of the firm are the following assumptions: (l) that 

it is the participants within the firm that act rather than 

the organization itself; (2) that it is a conviction that 

behavior is conditioned by personality, as well as environ

mental factors; (3) that the requirements that behavioral 

processes observed must consider the cognition, perception, 

beliefs, and knowledge of the participant, and (4) that the 

realization that goals or compensation involved are usually 

11 complex. ^ 

One of the classic and most universal theories in 

12 
Lewis P. Hill, Graduate seminar in Philosophy and 

Historiogi'aphy of Economic Thought, Texas Technological 
College, Spring Semester, 1969. 

13 
McGuire, OJD. cit., p. 15* 



the behaviorist framework is A.H. Maslow's "A Theory of 

Human Motivation," emphasizing the integration of the 

organism whole and motivation of the whole in the direction 

of a gradation of goals.^ Maslow's hierarchy of needs 

theory is used extensively in analysis of group behavior, 

leadership patterns, and productivity studies. Various other 

organizational theories emphasize aspects of organization 

equilibrium, ranging from status and social systems homeo

stasis to decision-making toward satisfactory profit maximiz

ation. 

These behavioral concepts of the firm contrast, 

conflict, and compliment each other in a spectrum of combi

nations. Using the behavioral approach to the business 

enterprise, it is apparent that the merits of a general 

systems theory for the firm, integrating natural and man-made 

systems while implementing and ordering interdisciplinary 

knowledge, is a commendable, even if it is a collosal, under

taking. 

The Systems Approach to the Enterprise Concept 

A general systems theory may evolve using general 

phenomena from the empirical iJiniverse, which spans the 

particular disciplines, in order that theoretical models 

may be developed. The systems concept so developed would 

^A.H. Maslow, "A Theory of Human Motivation," 
People and Productivity, edited by Robert A. Sulermeister 
(New York: McGraw-Hill Book Company, I963), p. 71. 
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parallel the development of the rationalistic concepts of 

the firm. Russel L. Ackoff, a prominent scholar engaged in 

systems research, favors this rationalistic approach to 

systems theoryi 

If system theory is to be completely general, it 
must take conceptual systems into account. My 
feeling is that the effort to find general prin
ciples that apply to both conceptual and con
crete systems is one of the most promising 
aspects of systems science. Not only may it 
close the gap between formal or nonformal 
sciences, but it may also close the gap between 
science and the arts and humanities. Perhaps 
systems science can do more than unify science, • 
it may be able to help unify culture. If it 
were to succeed in doing this, would the uni
fication of civilization be far behind?15 

Ackoff further refutes Bertalonffy's general 

systems theory sayingi 

Hence, Bertalonffy implicitly assumed that the 
structure of nature is isomorphic with the stru-
ture of science .... Nature is not disciplinary 
Therefore, posing the problem of unifying science 
by interrelating disciplinary output either in the 
form of facts or concepts (i.e., logical positivism), 
or laws and theories (i.e., general systems theory), 
is to try to lock the barn after the horse is gone.io 

The fallacy to which Ackoff points involves the 

philosophy of science advanced by the logical positivists. 

They assumed that simplicity is found at the beginning of 

^^Russell L. Ackoff, "General System Theory and 
Systems Research: Contrasting Conception of Systems Science, 
Views on General Systems Theory, edited by Mihajlo D. 
Mesarovic (New York: John Wiley & Son, Inc., 1964), p. 59. 

^^Ibid.. p. 5^. 
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scientific inquiry rather than at the end of it. Ackoff 

attacks the logical positivism more vehemently, charging, 

"Hence, the logical positivists found themselves in the 

position of attempting to unify science by logically con

structing science out of pieces into which it had been dis

assembled."^^ 

Kenneth Boulding, critiquing his own General 

Systems Theory, visualized the point of break-down in 

special theoretical systems and empirical testing to be at 

the point of the Heisenberg principle of indeterminancy, 

where the information that the investigator endeavors to 

extract from the system has the same order of magnitude as 

does the system itself; consequently that information cannot 

be applied to or extracted from the system without changing 

18 it. An example which serves to illustrate this phenomena 
^^ -

is the attempt to remove the effect of environmental influ

ence upon individual intelligence in order to evaluate the 

genetic contribution to that intelligence. 

Also representing the systems concept is the 

alternative general systems focus, and that is to arrange 

empirical fields into a gradation of complexity of the 

organization of the basic unit thus endeavoring to develop a 

level of abstraction for each unit in the hierarchy. This 

•'•̂ Ibid.. p. 53. 

18 
Kenneth E. Boulding, "General Systems as a Point of View," o£. cit., p. 34. 
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approach is closely aligned with behavioristic concepts of 

the firm. The behavioristic views of the firm focus on the 

individual participants in the business system as the basic 

unit and view system activity as the result of the interaction 

and implementation of personal goals, united or directed 

tovirard the goals of the organization. 

John E. Field suggests for the multi-goal—multi

level enterprise, a total system structured from the bottom 

up with first-level goal-seeking systems controlling the 

physical system,^ He maintains that gradation of higher-

level goal-seeking units coordinate lower level control unitsi 

therefore. Field's theory also greatly resembles approximating 

the focus of the behavioralist concepts of the firm, as well 

as the basic unit to hierarchy systems model. 

An additional criticism of the methodology of special 

theoretical systems and empirical testing, Boulding observes 

"The second point of breakdown in the classical scientific 

method of special systems and empirical testing occurs in 

the study of systems that are in themselves probabilistic 

or stochastic, and in which the nature of the order itself 

is not deterministic (i.e., events occur with the probability 

of one), but in which (in the essential nature of the system 

itself) events occur with the probability of less than one."^^ 

^^John E. Field, 0£. cit., p. 594. 

20 
Kenneth E. Boulding, "General Systems as a Point 

of View," op. cit., p. 26. 
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The obvious parallel existing between the rational-

istic-behavioristic concepts of the firm and the deductive-

general as opposed to inductive-general systems approach to 

the business firm has been clearly shown; therefore, organiz

ation theory of the firm and the systems approach to the 

firm are reconciled. 

The Enterprise Theory^Pragmatic or Empirical 

Floyd A. Beams stated not only that the primary 

purpose of accounting was to provide information, but also 

identified the primary lines of accounting thought as prag

matic and empirical! 

They are related to the accounting goal of provid
ing information and they have substantially 
influenced the development of accounting theory. 
The empirical line of accounting thought assumes 
that the purpose of the accounting process is to 
present the facts of enterprise financial exper
ience; the pragmatic assumes that the purpose is 
to provide useful information about the enter
prise. 21 

William Pepperell Montague supports the application 

of pragmatism and empiricism to accounting by relating "empir

icism to the domain of reality which deals with particular 

facts and concrete relations and pragmatism to the domain of 

22 
reality which deals with individual and social conduct."^'^ 

21 
Floyd A. Beams, "Indications of Pragmatism and 

Empiricism In Accounting Thought," Accounting Review. XLIV 
(April, 1969), p. 383. 

^^William Pepperell Montague, The V/ays of Knowing 
(New York: Miacmillian Company, 1925), p. 225. 
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Since philosophy is the art of ideas or the science 

of thought, it follows that pragmatic philosophy presupposes 

practicality or usefulness. Practicality denotes relativity, 

or relationship to something else, therefore, a pragmatic 

philosophy is quite consistent with the behavioristic con

cepts of the firm, as well as a systems view of the upward 

gradation of systems hierarchy. 

Empiricism finds greatest emphasis in the concrete, 

the objective, and the measurable: therefore, the accounting 

philosophy of empiricism finds application consistent with 

the rationalistic concept of the firm assuming maximization 

and measurement of profit, which results from entity activity. 

The empirical philosophy of the firm is consistent with 

closed systems theory of the firm, looking from the general 

system of the firm down the organization chart, through sub

systems. 

Parameters for the philosophy of the business 

enterprise have been identified and reconciled in the areas 

of management organization theory and problem solving, 

accounting information theory, and the systems theory of 

control and multi-level multi-goal maximization. Having 

established reconciled limits within which management, 

accounting, and systems epistemology is applied, the enter

prise theory of the firm may be evaluated and substantiated. 

Information System for the Enterprise 

The American Accounting Association appraises the 
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nature of accountingi 

Essentially, accounting is an information system. 
More precisely, it is an application of a general 
theory of information to the problem of economic 
operations.23 

"Application of a general theory of information," 

suggests methodology or epistemology of a general systems 

theory (accounting being "an information system") of infor

mation in an effort to allow or expedite solution to the 

"problem of operations." 

The problem of economic operations in the enter

prise firm involves a competitive scale with varying degrees 

of imperfection ranging from oligopoly to monopoly. In the 

case of the oligopoly institution, price leadership is 

infinitely more palatable than price competition; therefore, 

price leaders suffice with satisfactory levels of profit 

while other industry firms accept the price and resultant 

profit structure at that price. Monopoly firms find that 

maximized profits represent an invitation for governmental 

intervention and its accompanying regulation. 

The accounting theory of information, as previously 

mentioned, is represented by the empirical approach at the 

one extreme and pragmatic methodology at the other pole. 

Floyd Beams states that accounting information can take two 

approaches; an operational methodology designed to provide 

the basis for acquiring useful information about the enterprise 

•̂ American Accounting Association, A Statement of 
Basic Accounting Theory, o£. cit., p. 64. 
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as verified in its usefulness, and a constitutive route or 

starting point for acquiring indisputable information about 

enterprise financial experience.^^ The two constructs, 

operational and constitutive, represent different goals for 

accounting, different motivations for requiring information, 

different techniques of gathering information, and different 

verification procedure for the information required.^^ The 

goal of accounting for the corporate institution is "an 

application of a general theory of information to the problem 

of economic operations." The problem of economic operations 

for the corporate institution must involve both empirical and 

pragmatic methodology; that is, maximizing utility of firm 

resources internally toward firm objectives and maximizing 

environmental opportunities over the long-run. 

The objectives or goals for the social institution, 

or the corporate enterprise, are not clear cut and can often 

be viewed only as the result of decision-Fiaking as action 

taken to satisfy a whole set of constraints. If a single 

objective exists for the large corporation, it would 

necessarily be merely survival. Ladd suggests that account

ing has ignored the shift from profit maximization in cor

porate enterprise to corporate grov/th over the short-run 

and survival over the long-run.^" E. Packer Wilbur points 

24 
Floyd A. Beams, 0£. cit., p. 385. 

^^Ibid.. p. 388. 

26 Dwight R. Ladd, 0£. cit., p. 24. 



-64-

up corporate reasoning and priorities assertingi 

In recent years we have heard a great deal about 
other corporate responsibilities. Responsibilities 
to society, to the economy, to customers, to the 
country or the community, to employees, and to 
management are often discussed in the financial 
press. Attention to these responsibilities may 
not do much for this years earnings, but it may 
do a great deal to boost later earnings and to 
provide a climate constructive to growth. This 
is a clear rationale for much greater corporate 
participation in activities of this sort, not 
so much because the causes are worthy as because 
a larger company should be using some of its 
resources to help shape that portion of the 
future which it plans to occupy.27 

Whether this rationale is evaluated as "spend now 

for long-run growth" or "corporate survival accomplished 

through management of its environment," it is apparent that 

the reason for these corporate investments is rather a moot 

point. What is significant, however, is the extension of the 

corporate system past the firm boundary into the management 

of its own environment. In other words, the overt choice 

to invest corporate resources in "society" of the future, 

which has no direct relationship to production of revenue 

for the firm in the short-run, and only remotely to revenue 

production over the long-run, is a drastic departure from 

the concepts of maximizing profits and short-run corporate 

growth. 

Ralph Shelley develops an integrated information 

system in a four-step process: 

^''E. Packer Wilbur, "Accelerating Corporate Grovd;h," 
Financial Executive, XXXVII, No. 6 (June, 1969), p.27. 
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(1) Define the goals of the total system 

(2) Avoid the impression that the sub-system require
ment causes a new or different direction of the 
total system 

(3) Keep the key people informed as to progress 
toward the approved total systems objectives 

(4) Keep the projects directed toward the end result.^^ 

Mr. Shelley further emphasized the fact that, in 

general, corporate goals were ill-defined and misunderstood. 

Furthermore, the essence of control is comparison which pre

supposes evaluation of actual performance against established 

objectives.^9 

There must be control built into information 

systems to insure security. A model presented by Phillip I, 

Blay, Jr. serves to illustrate the control of information 

with the broadest control level of information in the top 

management, organizational control level; is reproduced on 

the following page. 

Information-Decision Making System 

The information system, referred to as the nerve-

network for the enterprise, provides the thermostatic function 

of transmitting and interpreting information for decision 

making. Herbert A. Simon has identified three phases of 

28 
Ralph Shelley, "Integrating Systems in a 'Non-

Integrated' Company," Ideas for Management (Cleveland: Systems 
and Procedures Association, 1964), p. l69. 

^^Ibid., p. 164. 
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decision makings (1) searching the environment for conditions 

which call for decision or intelligence, (2) inventing, devel

oping, and analyzing possible courses of action or design 

activity, and (3) selecting a particular course of action 

from available alternatives or choice activity.-^^ This 

analysis parallels John Dewey's description of problem 

solving in a pragmatic vein: determine the problem, search 

for alternatives, and select the best alternative. Further, 

Simon divided decisions into programmed decisions (routine 

or repetitive) and non-programmed decisions (ill-structured, 

novel, policy types).^^ 

Solutions for programmed decisions have been 

delegated to computerization; that is, providing that suffic

ient information is available, these decisions are solved 

with operations research techniques involving simulation, 

model construction, and mathematical analysis. This partic

ular type of decision making is parallel conceptually with 

rationalization concepts of the firm. The philosophy or 

methodology of the information function of accounting must 

parallel the approach of the decision maker in order that 

operations research techniques may be applied to programmed 

decision making. In order that programmed decisions may be 

facilitated, the accounting information must depict particular 

-̂ •̂ •Herbert A. Simon, The New Science of Decision 
Miaking (New York: Harper and Row, I960), p. 2. 

^^Ibid., p. 8. 
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facts and concrete relationsi therefore, it must be empirical 

in nature. Providing quantified information about the firm 

has never presented a problem for accountants; neither have 

decisions about which quantifiable results may be predicted 

particularly distressed management. 

The dilemma which most intrigues man and machine 

is in the area of non-programmed decision making. Melvin 

Anshen makes an extremely strong statement about business 

leasers saying, "To prosper in a fast-changing world, top 

business leaders must think more like philosophers than 

efficiency experts.-̂ -̂  The non-programmed decision demands 

a pragmatic philosophy of the information-accounting function, 

while making demands upon rationalistic concepts of the firmt 

the decision maker must possess the interdisciplinary facility 

of the behaviorist as well as the philosopher. Anshen sums 

up the ability required to cope with decision making in the 

state of technological explosion, "I suggest a combination 

of spatial and temporal intellectual vision, with an ability 

to transform vision into operating results through the flex

ible administration of physical, hum.an, and financial resources 

in any environment. This might be described as applied con

ceptualization ...."^^ This awesome combination is called 

•̂ •̂ Melvin Anshen, "The Management of Ideas," Harvard 
Business Review (July-August, 1966), p. 99-

^^Ibid.. p. 100. 
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"the management of ideas."^5 

The information needs for the management of ideas 

could never be met through the empirical approach of con

stitutive accoxinting thought. The basic information design 

set forth isi 

(1) Identification of critical areas of initiating 
change that generate effects in one or several 
operating areas. 

(2) Rough measures of the magnitudes of the primary 
cause-effect relationships. 

(3) Identification of the principal feed-backs. • 

(4) Rough measures of these feed-backs.^° 

Here one would not need numbers to design a busi

ness system; rather a concept of the system is needed to 

identify the types of quantification needed to work the 

system.^' The information objective would be to use both 

quantitative and qualitative analysis to extend the decision 

perspective to view the total business as a dynamic system. 

A pragmatic view of technology is to assume with 

each technological advancement the technical growth advances 

geometrically as the possible number of technical combinations 

increase. If technology expands geometrically over time, pro

vided institutional restraints are not technically prohibit

ive, man will be faced v/ith ever increasing technically 

possible accomplishments about which he must conceptualize 

^^Ibid., p. 100. 

3^Ibid., p. 104. 

37ibid. 
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to bring to fruition advantages of technology. 

The State of the Enterprise Theory 
Applying the Systems Concept 

The entity or the enterprise is an organization 

of people, the parameters of which in an organization theory 

frame of reference are not clearly defined, bound or united 

by a common objective or common objectives.-^ These common 

objectives must be ascribed to by the individual participants, 

or the individual participants must ascribe socio-economic 

goals to the collective group of enterprise management. The 

theoretical assumption equating profit maximization of the 

enterprise to the one dynamic endogeneous variable which 

encompasses enterprise motivation must be re-examined and 

re-evaluated by accountants. Furthermore, this motivational 

assumption for accounting theory must be re-interpreted in 

the current socio-economic environment.-^° Edwin H. Caplan 

points up the role of accounting in organization theory stat

ingi 

Accounting has been closely associated 
with the development of the modern business 
organization. Thus we might expect accountants 
to show a strong interest in recent contributions 
to organization theory v/hich increase our under
standing of the business firm and how it func
tions. ̂0 

•^ Thomas R. Prince, 0£. cit., p. 55^• 

3^Ibid. 

^^Edwin H. Caplan, "Behavioral Assumptions of 
Management Accounting," Accounting Reviev/, XXXIX (July, 
1964), p. 496. 
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The principle objective of management accounting 

is the influence of behavior; therefore, the management 

accountant must function with some view of behavior in mind.^ 

If this statement is true in the case of the management 

accountant, it is equally true as to the independent auditor 

and accountants serving in corporate executive positions, for 

management accounting is actually part of a much larger effort 

with respect to all aspects of organization theory and prac

tice.^2 

The basic function of accounting is to provide 

information; while accounting itself is an information sys

tem. The very essence of a system is interrelationship among 

elements and information is purpose organized data which is 

a requisite for survival of all organizations. ^ All organiz

ations with a purpose must be directed toward a goal. There

fore, the interrelated network which transmits data through

out the organization constitutes its information system 

which facilitates direction of the organization toward a 

goal or goals.^^ 

r/Ianagement is essentially a decision making process 

and accounting is an information system which acts as an 

Edwin H. Caplan, "Behavioral Assumptions of 
Management Accounting—A Report of a Field Study," 0£. cit.. 
p. 3^2. 

42 
""ibid., p. 354. 

4? ^Peter A. Fermin and James J. Linn, 0£. cit.. p. 
75. 
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integral part of this decision making process.^5 There

fore, there exists a close relationship between the decision

making model of the firm and the information system concept 

of management accounting.^^ 

More basically, Nicholas Dopuch suggests that the 

significance of accounting data is justified by the exist

ence and occurrence of risk and uncertainty in a climate of 

constant change. ^ Further, Dopuch assumed that while 

science and technology reduced risk as it enabled man to 

control nature at one level, at the other level (innovation) 

it tended to inherently provide increased opportimities of 

higher-level risk.^° This avenue of thought parallels 

Maslow's Hierarchy of Needs which arranged man's needs in 

an upward gradation beginning at the base with physical 

needs, safety needs, ego needs, self-esteem needs, and self-

actualization needs in an ascending order. As one level of 

needs v/as sufficiently satisfied, the individual identified 

his personal goals on the next ascending level. However, 

if a need on a lower previously satisfied level was not met, 

the individual was more affected by deprivation than he was 

when the lower need really represented a goal. In like 

4*5 -̂ Edwin H. Caplan, "Behavioral Assumptions of 
Management Accounting," op. cit., p. 497. 

'^^Ibid., p. 502. 

'Nicholas Dopuch, "Metaphysics of Pragmatism and 
Accountancy," Accounting Review, XLVII (April, 1962), p. 256. 

'̂ 8 Ib id . 
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manner, as the needs of the participants in the organization 

are integrated with the organization goals, participants 

ideally accept as their motivation the higher level object

ives, those of the organizational system. 

Once the goals or objectives of the united partic-

ipants, the motivational assumptions of the enterprise, are 

established, the information system would report on all eco

nomic activity in response to the assumed motivational goal, 

subject tot (1) the concept of objectivity, (2) the concept 

of full disclosure, (3) the concept of useful information.^^ 

Discussion of value systems and personal needs or the idea 

of value analysis—in the sense of a critical evaluation of 

ends and, therefore, means—refers to the firm as a social 

unit. It is the framework of ends and means which are 

instrumental to any abstract goal, both long-run and short-

rvin in nature, therefore, meaningful and capable of reflec

tion.^ This very framework of intermediate and ultimate 

ends, using intermediate and ultimate means of accomplish

ment, must offer the background against which to analyze 

the results of operations. The success and survival of the 

firm depends upon the maintenance of a favorable balance 

between the contributions required of each participant and 

the opportunities to satisfy personal goals (social. 

^^Thomas R. Prince, op. cit., 

^^Nicholas Dopuch, op. cit., pp. 259-260 
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psychological, and economic).^ The entire matrix of values, 

means, and expectations constitute significant and useful 

accounting data, whether these values are economic or non-

economic. 

Evaluation of Corporate Objectives 

The objectives of the enterprise have been modified 

over time due to dynamic social, political, and economic 

environmental changes. The implicit requirements of society 

are said to have forced the large firm into the area of 

social responsibility. The only way to evaluate corporate 

motivation is from a pragmatic approach, that is, observe . 

actions taken smd infer the objectives which were the apparent 

ends. Over the long run, the enterprise appears to desire 

survival, while manipulating the future environment it plans 

to occupy. Over the short run, satisfactory profits, market 

standing, technological advances, and public responsibility 

are among the multi-goal objectives.52 it must be remembered 

that organization goals are a result of interaction of a set 

of constantly changing forces. 

Systems Concept of the Enterprise 

The systems approach to the firm denotes a percep

tion of the organization as a set of interrelationships, an 

•̂"-Edwin H. Caplan, "Behavioral Assumptions of 
Management Accounting," op. cit., p. 502. 

^ Thomas R. Prince, op. cit., p. 551* 
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interrelationship of intersystem models. Intersystem models 

could be viewed as the model of the information system and 

the model for decision making. These two models would 

interact directly and dynamically at the same time. There

fore, systems analysis allows perceptive management of "every

thing depends upon everything else" complexity. 

Complexity describes the corporate enterprise, for 

the mere classification of equity relationships is perplex

ing. However, application of the systems concept allows the 

enterprise to be viewed with less confusion facilitating! 

1. the avoidance of the error of cause and effect 
thinking, 

2. justification of what is included in an obser
vation or interpretation and what is temporarily 
excluded, 

3. prediction of what will happen if no new or out
side force is applied, 

4. guidance in categorizing what is relatively 
enduring and stable and what is changing in 
the situation, 

5. distribution between that which is basic and 
that which is systematic, 

6. prediction of what will happen if events are 
undisturbed and if there is intervention, 

7. guidance in selecting points of intervention.53 

In the case of the corporate enterprise, systems 

analysis will allow the boundary of the corporate system to 

•̂ R̂obert Chin, "The Utility of Systems Models and 
Developmental Models for Practioners," Management Systems. 
edited" by Peter P. Schoderbek (New York: John Wiley & Son, 
Inc., 1968. 
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be broadened and extended to encompass all equities mater

ially affecting the enterprise and over which the enterprise 

exercises substantial control. As the corporate goal for

mation extends into areas of social, political, and economic 

management of the corporate environment, the corporate enter

prise integrates profit objectives and environmental goals. 

Very like the process of sub-optimization which takes place 

in the various system, sub-systems and in the human hierarchy 

of needs, the corporate system expands the delimiting circle 

and raises its level of objectives up to the next level of 

objectives or goals in its particular realm, environmental 

objectives. 

Milton Friedman observes, "Few trends could so 

thoroughly undermine the very foundation of our free society 

as acceptance by corporate officials of a social responsibil

ity other than to make as much money for the stockholders as 

possible."^ Even though requirements for social respon

sibility may be implicit as to society, the mere fact that 

the corporate enterprise accepts the responsibility is to 

suggest that the requirement or goal exists. Reginald S. 

Gynther suggests: 

... social responsibilities concepts concern the 
way the entity acts and the v/ay it goes about 
carrying out its activities. It seems to be 
related to ethics, goals, objectives, and the 
way of obtaining them, and in no way alters 

5^Milton Friedman, Capitalism and Freedom (Chicago: 
The University of Chicago Press, 1963), p. 133. 
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the perception of a firm as an entity owning net 
assets.55 

Surely the manner in which the firm carries out 

its activities, sets its objectives, and accepts ethical 

standards is at the very nature or essence of the enterprise. 

Systems view of the firm allows a perceptive view of the firm, 

concerned with the way the enterprise carries out its activ

ities in society and the reports back to the members of 

society. It is the degree of environmental control exercised 

by the enterprise, as well as the requirements imposed on the 

enterprise, which expands the boundaries and objectives of 

the enterprise viewed in systems perspective. 

^^Reginald S. Gynther, p^. cit., p. 278. 



CHAPTER V 

SUMMARY AND CONCLUSIONS 

The basic function of accounting is to provide 

information. The presupposition of accounting, an infor

mation system, is the availability of criteria to establish 

what data is relevant information and what design the infor

mation system should take for useful operation and control. 

In order to determine information relativity, prerequisite 

concepts must be reviewed, that is: (l) motivation of the 

total system for which the accountant reports must be per

ceived; and (2) the accountant must have at his disposal the 

tools for measurement of the system's or the entity's progress 

toward the objectives of the system or entity. 

Both prerequisite concepts, motivation and measure

ment, are subjective in nature; hence, the accountant must 

infer the objective of the firm from overt activity as well 

as from stated goals or implied objectives of the firm. 

Secondly, in order to report to all firm interests, the 

results of operations and the degree of management efficiency, 

the accountant must have within his grasp the facility for 

making value judgements, thereby measuring performance. 

-78-
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In the past, as well as in current practice, both 

firm and participant motivation and the accounting measure

ment function "assume as given," profit maximization and 

financial measurement for reporting to various firm inter

ests. The inference of enterprise objectives from enterprise 

activity suggests, quite strongly, that the assumption of 

profit motivation is inconsistent with the direction of activ

ity and decision making for the large firm. Additionally, 

measurement of the efficiency of the use of human resources 

is difficult—if not impossible—in the realm of financial 

reporting; furthermore, measurement of the maximization of 

customer utility and firm contributions to social responsi

bility using financial measurement criteria is equally dif

ficult. Therefore, the information function of accounting 

is thwarted at the very essence of the function by pre

supposing profit maximization as the objective of the enter

prise, while compounding the degree of "mis-perception" by 

the limiting of measurement tools to financial measurement 

in reporting for the large corporation. Criteria for infor

mation based upon fallacious suppositions as to firm moti

vation and the ultimate reliability of financial measurement, 

is reporting to enterprise interests in a manner which is far 

below the satisfactory level for meeting reporting standards. 

Equity Interests 

The charge leveled at debate in the area of equity 

conceptualization revolves around the question, "V/hy are 
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equity theories significant?" Obviously the significance 

of equity theory lies in the realm of equity interests or 

equity claims against the operating unit. In order to 

report to the various interests, the accountant must first 

perceive the various interests. The communication concept 

of the information system cannot perform in a vacuum of 

"givens," with adjacent linking concepts motivation, incor

rect, and measurement, inadequate. 

Organization Theory 

While enjoying the attention of management, 

traditionally organization theory has expanded over the last 

decade to place emphasis on human relations in the large 

organization. Accountants, by and large, have failed to 

keep abreast of modern organization theory, in the realm of 

concepts of measurement, communication, and motivation, 

which considered together from the framework within which 

decision making for the firm takes place. The success and 

survival of the firm depends upon the maintenance of a 

favorable balance between the contribution required of each 

participant and the opportunities to satisfy personal goals--

social, psychological, and economic. This is double entry 

accoiinting for participant resources, perhaps the innovation 

of a macroaccounting concept. 
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Systems-Enterprise Concept Conclusions 

In final analysis, it would appear that two 

cherished assumptions of accounting, profit maximization 

and financial measurement, must be re-evaluated and re-exam

ined in view of changing social, political, and economic 

environment. The systems concept of the corporate enter

prise facilitates the understanding of goal optimization and 

system integration and interaction which allows dynamic socio

economic forces to be appraised and integrated in the proper 

perspective into the total system framework for the organiza

tion. As the organization framework of the enterprise, the 

systems concept, allows firm goals and objectives to respond 

to changes which take place in the social, political, and 

economic environment, provided there exists an information 

system designed to provide the necessary data to activate 

and motivate the organization system. Thus, the organization 

system has at its nerve center, the information system. The 

accountant must understand and design the information system 

for the enterprise viewed in a systems context, taking advan

tage of modern organizational theory, as well as modern 

decision theory. 

Recommendations for Further Study 

Since an accounting system framed around social, 

psychological, and economic concepts of the firm would 

differ substantially from the accounting systems characterized 
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in practice and described in literature, the scope of 

accounting for external reports must be expanded and broad

ened. Empirical research is needed to evaluate the effect

iveness of the accounting information system with attention 

directed tov/ard the overall view of the enterprise, both 

evaluating and performing the functions of motivation, 

communication, and measurement of all resources—physical, 

human, and financial. 

Conclusions 

Broadening the accountant's vision to appreciate 

the problem of the entire organization and fostering under

standing of management concepts as well as the concepts of 

other functional areas of business to superimpose the account

ant's expertise in the design and control of information 

systems, the systems-enterprise concept will implement the 

presentation of information based upon the needs of particular 

audiences or interests, drawing upon both statistical and 

accounting methods in an interdisciplinary epistemology. 



BIBLIOGRAPHY 

Books 

Ackoff, Russell L. "General System Theory and System Researchi 
Contrasting Conceptions of Systems Science." Views 
on Systems Theory. Edited by Mihajlo D. Mesarovic. 
New YorkI John Wiley & Son, Inc., 1964. 

American Accounting Association. A Statement of Basic Account
ing Theory. Evanston, Illinois: American Account-
ing Association, 1967. 

Beer, S. Cybernetics and Management. New York: John Wiley 
& Son, Inc., 1959. 

M Boulding, Kenneth E. "General Systems as a Point of View. 
Views on General Systems Theory. Edited by Mihajlo 
D. Mesarovic. New York: John Wiley & Son, Inc., 
1964. 

Boulding, Kenneth E. "General Systems Theory—The Skeleton 
of Science." Management Systems. Edited by Peter 
P. Schoderbek. New York: John Wiley & Son, Inc., 
1968. 

Bums, Allen L. "The Future of the Systems Profession." 
Ideas for Management. Cleveland: Systems and 
Procedures Association, 1964. 

Chin, Robert. "The Utility of Systems Models and Development 
Models for Practioners." Management Systems. 
Edited by Peter P. Schoderbek. New York: John 
Wiley & Son, Inc., 1968. 

Churchman, C. West. "An Approach to General Systems Theory." 
Viev/3 on General Systems Theory. Edited by Mihajlo 
D. Mesarovic. New York: John Wiley & Son, Inc., 
1964. 

Drenick, Rudolf. "System Causality and Signal Predictability." 
Views of General Systems Theory. Edited by Mihajlo 
D. Mesarovic. New York: John Wiley & Son, Inc., 
1964. 

-83-



-84-

Porrester, J.W. Industrial Dynamics. New York: John Wiley 
& Son, Inc., 1961. 

Friedman, Milton. Capitalism and Freedom. Chicagoi The 
University of Chicago Press, 1963. 

Gore, William J., and Dyson, J.W., eds. The Making of 
Decisionst A Reader in Administrative Behavior. 
London I Collier-^1acmillan Ltd., 1964. 

Hansen, Palle. The Accounting Concept of Profit. Amsterdami 
North-Holland Publishing Company, 1962. 

Hendriksen, Eldon S. Accounting Theory. Homewood, Illinois 1 
Richard D. Irwin, Inc., 1965. 

Hill, Lewis E. Graduate Seminar in Philosophy and Historio
graphy of Economic Thought. Texas Technological 
College, Spring Semester, 1969. 

Johnson, Richard A.; Kast, Fremont E.; and Rosenzweig, James 
E. The Theory and Management of Systems. 2nd. ed. 
New York: McGraw-Hill Book Company, 1967. 

Katz, Daniel, and Kahn, Robert L. The Social Psychology of 
Organizations. New York: John Wiley & Son, Inc., 
19657 

Ladd, Dwight R. Contemporary Corporate Accounting and the 
Public. Homewood, Illinois: Richard D. Irwin, Inc., 
1963. 

Lindsay, Franklin A. New Techniques for Management Decision 
Making. New York: McGraw-Hill Book Company, Inc., 
1958. 

March, James G., and Simon, Herbert A. Organizations. New 
York: John Wiley & Son, Inc., 1959. 

Maslow, A.H. "A Theory of Human Motivation." People and 
Productivity. Edited by Robert A. Sutermeister. 
New York: McGraw-Hill Book Company, I963. 

Mason, Edv/ard S., ed. The Corporation in Modern Society. 
Cambridge, Massachusetts: Harvard University Press, 
i960. 

McDonough, Adrian M., and Garrett, Leonard J. Management 
Systems. Homewood, Illinois: Richard D. Irv/in, 
Inc., 1965. 



-85-

McGuire, Joseph W. "The Concept of the Firm." Readings in 
Organization Theory: A Behavioral Approach. Edited 
by Walter A. Hill and Douglas M. Egan. Bostoni 
Allyn and Bacon, Inc., 1967. 

Mesarovic, Mihajlo D. "Foundations of a General Systems 
Theory." Views on General Systems Theory. Edited 
by Mihajlo D. Mesarovic. New Yorki Joh Wiley & 
Son, Inc., 1964. 

Montague, William Pepperell. The Ways of Knowing. New Yorkt 
The Macmillan Company, 1925. 

Moonitz, Maurice. The Entity Theory of Consolidated State
ments. Brooklyn: The Foundation Press, Inc., 1951* 

Moore, Wilberte. The Conduct of the Corporation. New Yorki 
Random House, 1962. 

Mulvihill, Dennis E. "Role of a Real Time Computer in a 
Total Systems Concept." Ideas for Management. 
Cleveland: Systems and Procedures Association, 
1963. 

Nadler, Gerald. "Is Analysis of the Present System Really 
Necessary?" Ideas for Management. Cleveland: 
Systems and Procedures Association, I966. 

Nadler, Gerald, Work Design. Homewood, Illinois: Richard 
D. Irwin, Inc., I963. 

Paton, William A. Corporate Profits. Homev/ood, Illinois: 
Richard D. Irwin, Inc., I965. 

Paton, William A., and Littleton, A.C. An Introduction to 
Corporate Accounting Standards'̂  Evanston, Illinoist 
American Accounting Association, 1967• 

Richards, Max D., and Greenlaw, Paul S. Management Decision 
Making. Homewood, Illinois: Richard D. Irwin, Inc., 
1966. 

Scott, William C. Organizational Theory: A Behavioral Analy
sis for Management. Homewood, Illinois: Richard 
D. Irwin, Inc., 1967• 

Shackelford, Fred W. "The Interrelation of Systems and 
Programming." Ideas for Management. Cleveland: 
Systems and Procedure Association, 1963* 



-86-

Shaner, E.L. The Environmental Theory of Management. 
Austin, Texas: Clarence E. Saegert Publishing 
Company, 1961. 

Shelley, Ralph. "Integrating Systems in a 'Non-Integrated' 
Company." Ideas for Management. Cleveland: 
Systems and Procedures Association, 1964. 

Simon, Herbert A. Administrative Behavior. New York: The 
MacMillan Company, 1961. 

Simon, Herbert A. The New Science of Management Decision. 
New York: Harper and Row, Publishers, I960. 

V/eber, Max. The Theory of Social and Economic Organization. 
Translated by A.M. Henderson and Falcott Parsons. 
New York: Oxford University Press, Inc., 1947. 

Williams, Thomas H., and Griffin, Charles H. Management 
Information. Homewood, Illinois: Richard D. Irwin, 
Inc., 1967. 

Articles and Magazines 

American Accounting Association. Committee on Concepts and 
Standards. "The Entity Concept." Accounting 
Review. XL (April, 1965), pp. 358-3^7^ 

Anshen, Melvin. "The Management of Ideas." Harvard Business 
Review, July-August, 1969, pp. 81-89. 

Baladouni, Vahe. "The Accounting Perspective Re-Examined." 
Accounting Review, XLlTApril, 1966), pp. 215-225-

Beams, Floyd A. "Indications of Pragmatism and Empiricism in 
Accounting Thought." Accounting Review, XLIV (April, 
1969), pp. 382-388. 

Bedford, Norton M., and lino, Toshio. "Consistency Reexamined." 
Accounting Review, XLIII (July, 1968), pp. 453-458. 

Bevis, Herman W. "Contingencies and Probabilities in Finan
cial Statemients." Journal of Accountancy, October, 
1968, pp. 37-45. 

Beyer, Robert. "The Modern Management Approach to a Program 
of Social Improvement." Journal of Accountancy, 
March, 1969, pp. 37-46. 



-87-

Bierman, Harold, Jr., and Davidson, Sidney. "The Income 
Concept—Value Increment or Earnings Predictor." 
Accounting Review. XLIV (April, 1969), pp. 317-
329. 

Broehl, Wayne G., Jr. Insights into Business and Society." 
Harvard Business Review. May-June, 1966, pp. 6-l6. 
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