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Abstract

For those concerned with the nature and role ofithrein economy and society, these are challengimgs. The
scandals surrounding the failures and shortconmasgeciated with Enron, WorldCom and many other
corporations have focused attention on accoungagernance and regulation policies in a way many naver
have imagined and few welcomed. As many scholars hecently acknowledged, reforms are necessary, to
protect shareholders and other parties.

The idea of the firm as an enterprise entity ingpphecomprehensive approach that integrates ecoapmic
accounting, and law. A new perspective appeare tefuired to challenge received doctrines anddmpte a
better understanding of the firm. We seek to coimgne the firm as a managed dynamic system, chaazte
by different structures of production: institutibn@arganizational or epistemic (related to the nat@and role of
institutions, internal organization, and knowledagthin the firm).

Accordingly, the accounting system may constitutield where the view of the firm as an enterpesdity
demonstrates the joint implications of economicoamting, and legal matters. In a world featureadal
dynamics and complexity, the accounting system septh the economic and monetary processes geddrgte
the whole enterprise, and deals with the repreientaf business capitals and incomes. It const®tihe mode
that allows this special process to exist and tztion autonomously from and interactively withexxial
markets or institutionalised ownership claims. Tdnsity approach has implications for enterpriseegonance,
regulation and accountability.
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Y. Biondi, A. Canziani, and Th. Kirat (2007) eds.
“The Firm as an Entity: Implications for EconomicsAccounting, and the Law”
London and NY: ROUTLEDGE, April 2007

My speech relates to the book published by Roudddst year. This book provided the background
for a new theory of the firm based on the synthedtton of the firm as an “enterprise entity.”

The book presents essays by eleven co-authors (framce, Italy, UK, and USA) and reprints of
neglected papers by past scholars: R.N. Anthord, Berle, R. Coase, M. Shubik, H. Simon, and
J.H. Stauss.

The “new” perspective adopted implies an intergikicary approach with insights from and
implications for economics, accounting, and lavheaf firm.

Book Presentatiomttp://ssrn.com/abstract=983029

Basic Paperhttp://ssrn.com/abstract=774764
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My speech

First, | will present the new view of the firm as anterprise entity by summarising the book’s main
points.

Later, | will address two alternative views on firen, namely the “black box” and the “proprietor
entrepreneur”, and argue that they are “daydreams”.

Finally, the critique of these views will lead tonse implications for enterprise governance and
regulation.



EAEPE Conference Cnam, Paris, 22-23 May 2008

| - “The Firm as an Enterprise Entity” in few Words
The book calls for a new perspective providing dtdoeunderstanding of the institutional,
organizational, and epistemic (cognitive) dimensiohthe firm.
The book drew upon a “sense of lacking” in the entrstate of the economic theory of the firm,
which is primarily divided among the contractuak\ninstitutional) and the competence-based
approaches.
Key suggestions are derived from the contributimmgamong others):

- SIMON, with his organizational economics approach faogigin firms as dynamic systems,

- SHUBIK, dealing with the relationship between accountargl the critique of equilibrium
economics (neoclassical),

- COASE, exploring the contribution of accounting to thedry of the firm,

- andBERLE, criticising the classical view of the propriemtrepreneur under the economic and
financial conditions that characterize(d) the XXcey.
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| - “The Firm as an Enterprise Entity” in few Words (cont.)

The “new” perspective takes inspiration as welhifreome traditions of thought (from economics,
accounting, and law) that have already tried toeustdind the business firm and its impact on the
economy and society, especially:

« The continental European tradition of accountind aconomics;
« The older Americamand Europeaninstitutional economics.

Together, these perspectives offer some backgrdiondise view ofthe firm as an entity, a whole,
a dynamic system In particular, such view integrates law and ecoies with accounting.

The firm is then:

Understood as an enterprise entity;

Characterized by a peculiar economic and monetargess (dynamic system), which
Generates special business incomes to the firm;

While being confronted with the actual dynamics ammplexity of socio-economic reality
(unfolding and undetermined).

The book examined the consequences and implicabbrthis new perspective for accounting,
ontology, law and economics, business finance tlaadovernance of the firm.
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Il - Behind the daydream of the “black box”

Let me delve into the fundamental notion of thenfais an “enterprise entity”. | will adopt a
comparative approach, using two alternative andrasting views of the firm.

Once upon a time. people started to view the firm askaddck box’.

The study of the history of economic thought wapllace some light in that box. It would no longer
appear to be empty or black, but understood as:

A shallownexusof (market) prices or (complete) contracts;
« A mechanical link between price and cost for eacilpct separatelyrfarginal cost pricings
« A unique objective of “profit maximisation”, a pibthat shall result null (Tantalus).

Ask managers of such a firm about their governtaedusiness incomes generated,
And they may reply:
What about responsibility or results? The markets @ all and everything;
We follow the markets

The firm as such disappears, i.e., it has no impat¢he economy and society.
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Il - Behind the daydream of the “proprietor entrepreneur”

Another daydream understands the firm as a legataic device of its “proprietor entrepreneur”.
This time, the firm disappears in favourtbé lonely runner of his own business

This capitalistic hero takes and bears alone 8k riand alone endorses the whole management of
its own enterprise. The firm and its personnelraxing but his instruments, playing no role in
decision-making, organisation, or control, siatldhat matterss the solitaryowner of the firm.

This viewpoint understands the firm as:

« A form and a part of ownership and wealth;
- A legal and economic device for the solitary owner;
« A unique objective of generation of rents from tivatlth.

Ask managers (if any) of such a firm about theweyo and business incomes generated,
And they may reply:
What about governance and results? The owner did band everything.
We obey to the owner

Once again, the firm as such has no impact ondbeamy and society.
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Il - The problems with these daydreams

However influential and significant these daydreams they involve problems that factually go
beyond the emotional reactions for or against tiedves.

These views do grapple with the reality of the bass firms as they exist and function in the
economy and society (today, at least):

« Firms combine a number of corporate and other lagahgements (including contracts and
regulation concerned with labour, financial segufibods & drugs, environment, anti-trust);

« Firms face the “separation of ownership, managém e control”;

« Firms maintain accounting systems as a modeodinig inside their enterprise process.

Let me point out some distinctive facts.
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Il - The problems with the “proprietor entrepreneur”

Contrary to the “proprietor entrepreneur” viewpoiatv and accounting tell us about the functional
distinction between the firm and its “owners”:

« The legal structure of the firm integrates sevegdhl forms that hold and possess the assets, enter
into contracts and obligations, have priority rgght flows and results;

- Prudential regulation (through the accounting sy$teestricts dividend payments and equity
repayments from the firm to shareholders or pastner

 Fiscal regulation (through the accounting systestaldishes the tax basis on the net earnings
generated on the period.

Then,ownership by isolated individualsis framed and shaped by a “phantom” entity thatitlea
of a “solitary owner” does not cope with.

10
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Il - The problems with the “black box”
According to the “black box” view, the price syst&sufficient to understand, organise and
regulate the business activity. Business firmaawgral and institutions do not matter.

No business inflows and outflows exist but marketgs.

However,the firm (and its dynamics) matter in the economic and monetary process. In particula

Theaccounting systendefines revenues and costs of the period, anthisiasis, determines the
net earnings that may be distributed to sharehsl@ehnilst determining the tax basis, maintenance
of prudential ratios, executive compensation, andrg);

This way, the accounting system providesemmon representationof business capitals and
incomes to the firm.

This accounting representation is concerned wehdynamics of the firm, whicimplies price

formation, carried immobilizations (investments), werhead allocation and all the concerns
which lay at the core of everyday business activity

11
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Il - The Firm as an Entity and its Accounting Systen

The accounting system copes with tpecial process of becomindpy accounting for the firmas
an entity

The entity’s process is concerned with uncertasnt®unded knowledge, potential and actual
mistakes, and mis-organisation. It is therioldingandundetermined

In this context, the accounting system become®eaiaimode of regulating, organising, and
representinghe economic organisation and its becoming.

Contrary to the black box, the firm is not a simfriexus of monetary flows”, since the accounting
system goes beyond this cash basis through itsitiefi and application of “accruals”. This way:

« The firm and its accounting system are not simgigexus of market prices”, whilst
« The accounting system becomes a constitutive paénedinstitutional structure of production”,

which can no longer be reduced to “property riglaighe.

Finally, the firm as an entity and its accounting gstem play an active role in the enterprise
process of creating and allocating resources (prodtion and distribution of wealth).

12
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lIl - The Governance of the Firm as an Enterprise Entity
We are ever free of thinking that firrsBouldbe dominated by either markets or owners. Actually
this is the main attitude in the last three decadg®vernance and regulation.
A theory is not only concerned witthat isandshould bebut also withwhat can bei.e., it
provides an understanding of facts and potenflds overall understanding is fundamental
whenever recommendations are expected. Othervwose gublic policies may result (as recent
shortcomings testify).
Even if we decide to neglect the fims suchit will still be the field of overwhelming power
And the firm, as a phantom, may go on hauntingstt®@o-economic realm. We know from scandals

and recent crises how much that phantom can be.mean

The new perspective takes the firm seriously. Letimroduce some consequences and implications
of this view for the governance of the firm as ateeprise entity.

13



EAEPE Conference Cnam, Paris, 22-23 May 2008

[l - Implications for the Governance (and Regulation) oBusiness

According to the view of the firm as an enterpesgity, we upgrade governance and regulation
from alogic of ownership and markets one of accountability.

Property-rights® Accountability (including accounting syster®) institutional system (structure)

In particular, the accounting system becomes a mbdwaking the firm accountable, whilst the firm
itself is recognised as a special field fraughtvasymmetries of resources, access and control.

The firm’s field implies keydynamic and comprehensive conceltmest cannot be addressed at the
individual or the contractual level. Price formati@arried immobilizations, overheads allocation
distinctively feature this field through continugyd change.

The institutional structure of the firm (includig accounting system) enters this uncomfortable
field as an accountability device. The enterprisiyeview has here five main implications:

1. The entity may be understood as a joint “becomungcern”, autonomous from stakeholders
(including shareholders);

2. The separation between ownership, and cordralmanagement;

3. The impact of “absentee ownership” (and the difieeebetween the legal and economic

frontiers);

The role plaid by the accounting system in the rpnitge process;

The articulation between this process and the @né valuation) of equity shares.

ok

14
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(Point 1) The Entity is a joint becoming concern

(1) The economic autonomy and continuity of thenfas a joinbecoming concerare defined
(among others) by some legal features:

« Shareholders’ limited responsibility and unconsteal “exit”;
 Prior legal protection granted to other stakehadather than shareholders in some cases;

« The legal capacity of the entity to enter contractd obligations (by means of companies and
mandates and other legal forms and devices);

« The entity’s autonomous (collective) property andsession of assets, and priority in the control
of cash flows, incomes and results.

15
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(Points 2 and 3) Property, control, and management

(2) The separation between, on the one hand, ohiperend, on the other hand, contanld
managemeninamely possession). Only the latter is entittedispose of assets and flows and
organise the overarching activity.

(3) The impact of « absentee ownership » (Vebles),the large number of shareholders holding a
small part each of the shareholders equity value being excluded from decision-making
(AGLIETTA & REBERIOUX ), whilst large minority shareholders factually tohthe firm, and
enterprise groups feature the financial sSC&ERASSER AND BLUMBERG).

Legal frontiers (forms) are distinct from econorfimntiers (substance).

16
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(Points 4 and 5) Accounting system and the value efjuity shares

Some accounting matters:

(4) The accounting system provides relevant andliel figures to the institutional constraints on
dividend payments and repayments of shareholdgtstye Furthermore, net earnings can be and
usually are retained as sources of « financing ».

(5) Before liquidation, the entity does not havedpay shares at their value (either market or
accounting value). Shareholders must sell thenmerstock Exchange in order to recover their
Investment.

17
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lll - The enterprise entity and the shareholders’ claims

According to the (narrow) definition of ShleifercaNishny (1997: 737):

“Corporate governance deals with the ways in whadppliers of finance to corporations assure
themselves of getting a return on their investment”

The authors imply either of a market return, oomprehensive return including dividends.

However:

« The market value is external to the enterprisegse¢point 5), and

- The distribution of dividends is residual and coasied by the figures established by the
accounting system (point 4).

18
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lIl - The enterprise entity and the shareholders’ claimgcont.)

Take the viewpoint of the enterprise entity: Tharsholders equity constitutes a special source of
financing (Schumpeter).

Accordingly, the accounting system may recognigestimreholders’ claim on the business incomes
generated by the enterprise entity as a cost aati@ation.

Several ways are possible: for example, by defiaifighareholders’ equity interest” (Anthony)
based on the actual financial funds provided inghst or by settling the shareholders’ share
(interest) of the overall net earnings (as the Gercode does).

Ask managers of the firm as an entity about thewregn and the business incomes generated,
And they may reply:
Under our fiduciary responsibility, the firm has generated the results accounted for by the
accounting system, and partly allocated to its shaholders.

A further accounting system feustainabilitymay be developed, to provide a more comprehensive
approach to the accountability of the businessraf{fanvironmental and societal issues).

19
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Summary and Conclusion

In summary, a new transactional and institutiomaispective is required to better understand the
firm as an institution and an organization havirgjsinctive impact on the economy and society.

This perspective implies a new inter-disciplinappebach, linking Economics, Accounting and Law
by a unigue common notion: the firm as an entegpgiity.

This further development is original, but is natle&ged in the current debate:
- Especially Baker, Gibbons and Murphy speak abanthnagement of off-contractual relations

to understand the firm,
- and also Rajan and Zingales are concerned withntegrity of the whole firm against the “dark
side of the ownership” (they say).

The enterprise entity is understood as a whobynamic system of relationshjip®t only
contractual or bargaining:

« From this perspective, both order and disordeigieficy and waste, honesty and guile,
development or distress have much to do with thestres of such relations (more than what
existing theories have already recognized).

« The accounting view of the firm as an entity pr@ad/aluable insights to better grasp (i) the inner
economic nature of the firm, (ii) the separatiotw®men ownership, management, and control, and
(iif) the governance of the firm.

20
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The Firm as an Enterprise Entity
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