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Accountability is an indispensable aspect of governance.  The governance of business alliances presents special problems because these semi-permanent entities exist in complex interrelationships with two or more sustainable, viable, and developing economic entities.  Governance cannot exist apart from the processes and structures being governed.  An understanding of the dynamics of critical processes and structures devoted to an alliance, consequently, informs an understanding of its governance.  It follows that the characteristics of the accountability of business alliances are informed by that understanding.  Living systems theory (LST) provides a rich conceptual terrain for studying the dynamics of the complex processes and structures of business alliances and their sponsors.  The governance and accountability of business alliances are examined through the lens of LST, and certain accounting procedural considerations are suggested by the examination.
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Introduction

The idea of “going concern” underlies our approaches to accounting and managing businesses.  Businesses are sustainable, viable, developing systems.  Alternatively, business alliances often represent semi-permanent systems.  Each party sponsoring a business alliance is clearly a living organization, and often a distinct legal entity.  Within the limited scope of the business alliance, however, individuals from those autonomous organizations may be encouraged to operate as a living group, with fewer encumbrances than normally occur between arms-length organizations.  How accountability is achieved in business alliances is still an open question.

These differences in structures and processes can be examined through a lens of Living Systems Theory (LST), including concepts of concrete, conceptual and abstracted systems; multiple levels of living systems; the dispersion of critical subsystems of living systems; and internal purpose and external goals.   Dynamics within business alliances are governed by matter-energy processes, as well as by the exchange of information with the organizations party to the alliance.  Accountability and governance of business alliances rests on the accounts of such processes.

In LST, business is generally considered to operate at the fourth and fifth levels of living systems, those of groups and organizations.  “Groups differ from organizations, the next higher level of living systems, in three ways: (a) The members, though ordinarily mobile, are usually near enough to see and hear one another; (b) each one potentially can communicate directly with every other one over two-way channels, although some of these may not be open at all times; and (c) there are no [decider subsystem] echelons, since by definition an organization is a system with [such] echelons composed chiefly of groups (and perhaps some single individual organisms)” (Miller 1978, p. 515).  Both organizations and groups are autonomous systems (according to the LST hierarchy) functioning within a set of system, suprasystem, and subsystem interactions and relationships.

The movement to network forms in business has been accompanied by the devolution of decisions and communications from the living organization level to the living group level.  In its normal global sense, the term devolution is a progression from more to less complexity.  The evolution of life is from less to more complexity as described on the LST hierarchy.  Devolution, consequently, implies a reversal of the evolutionary process (Corning, 2002).  Business alliances virtually never devolve entire organizations to groups.  They are not intended to reverse the evolutionary process.  They, instead, provide various sorts of coordination among sponsors that might not be achievable at the higher level due to the organizations’ boundaries, input transducers, and other protective processes.
Coordination among sponsors relies on these alliances to provide disclosure and monitoring, both vertically and laterally.  Disclosure is not a synonym for openness.  It represents revealing internal details of the living group to external parties.  Monitoring is a form of control that permits significant latitude of decision-making within the alliance through self-organization—supporting responses to stimuli and feedback from multiple sources.  As disclosure among groups (alliances) becomes more pervasive, the reliance on hierarchies for coordination lessens.  Without adequate disclosure and monitoring, a living group is unable to take advantage of the give-and-take of exchanges of information that are essential to its viability.

Disclosure and monitoring in business are typically related to the concept of accountability.  Accountability supports governing in network forms (a) through the (historical) accounts of the events, decisions, and results from the operation of the business; and (b) through auditing that ensures reliable and valid reporting and safeguards against improper appropriation of resources under motives of corruption.  Although the term accountability is currently associated more with the audit function (with monitoring), accountability assumes agency, and agency demands disclosure.  Accountability provides a foundation on which trust is built, enabling strong relationships among living groups operating in a network.  Alliance governance is introduced in the resulting interactions.  LST provides a framework for examining how those relationships are built.

This paper explores, in the context of LST, how governance and, thus, accountability differ in network forms (such as business alliances) and in the traditional business enterprises (as autonomous organizations).  The sharing of risks and rewards in cooperative living groups presents different standards for disclosure and monitoring than the often coercive standards of accountability among competitive autonomous organizations.  Accounting procedural considerations that follow from the exploration are included.

Business Alliances


Business alliances are cooperative ventures among two or more recognized economic entities.  Their reasons to exist and organizational patterns vary from alliance to alliance.  They are something more than interfacing forums for the exchange of ideas (e.g., conferences, workshops and professional organizations) and may evolve into totipotential systems.  The exploration of this networking phenomenon requires a frame of reference that includes the processes and structures of the entities forming an alliance as well as those of the alliance itself.  Living Systems Theory (LST) is well suited for that purpose (Miller, 1978; Swanson and Miller, 1989; Miller and Miller, 1992-93).


Networking occurs both within and among economic entities.  Sometimes networks are formally organized (as for quality control) and other times they emerge informally (as a campus-wide group of professors concerned with faculty rights).  Networks can benefit, harm, or have little effect on the entities that support them.  As networks extend across the boundaries of business entities certain privileged ones are generally termed business alliances.  Formal business alliances are recognized in various ways, while informal ones are seldom considered overtly.

Concrete, Conceptual and Abstracted Systems

The instruction of LST may become quite confusing to system specialists and others if a clear distinction is not made among the concepts of concrete, conceptual, and abstracted systems.  LST defines those systems in the following manner:

Concrete system.  “A concrete, real, veridical system is a nonrandom accumulation of matter energy, in a region of physical space-time, which is organized into interacting interrelated subsystems and components” (Miller, 1978, p. 17).

Conceptual system. “Units of a conceptual system are terms, such as words, . . . numbers, or other symbols, including those in computer simulations and programs” (p. 16).

Abstracted systems.  “The units of abstracted systems are relationships abstracted or selected by an observer in the light of his interests, theoretical viewpoint, or philosophical bias.  Some relationships may be empirically determinable . . . but others are not, being only his concepts” (p. 19).


LST defines living systems as a special case of the general case of concrete systems.  Their boundaries are discoverable.  The LST hierarchy of life and twenty critical subsystems identified in Figures 1 and 2 respectively and discussed below are living concrete phenomena that exist whether or not they are observed.  


In contrast, the boundaries of abstracted systems are set by observers.  A Gaussian container may be perceived to include any set of elements desired to facilitate statistical analysis.  Because it is set by an observer, the perceived boundary may or may not coincide with a concrete boundary and consequently the relationships included do not necessarily represent an empirical system.


Management and governance might be termed actions that introduce the future.  The future is not empirically discoverable.  Governance models, consequently, are likely best described as abstracted systems that interface empirically discoverable relationships with observer identified relationships.  Most of the systems with which managers and governors are directly concerned are such abstracted systems.  While abstract, those systems by no means are disconnected from the concrete systems they govern.  The connection is aided significantly by accounting processes.  The concept of accountability arises in the connection between the concrete process being governed and the abstracted governing systems.


Button and Dourish (1996) illuminate that vital connection with their notion of accounts.  They define accounts, in a manner few accountants would reject, as “computational representations which systems continuously offer of their own behavior and activity . . . (p. 7).  Asserting a causal connection between the behavior or activity and the account, they observe that an account provides a continual accountability. Such computational representations provide an opaque barrier against the complexity of the system being governed while revealing its organization.  They conclude that “system design traffics in abstractions, rather than in meaning, interpretations, or behaviours” (p.7).

Systems design trafficking on mature accountability processes is significantly different from systems design that must instigate the accountability processes upon which abstracted systems of governance may comfortably rest.  Business alliances, by their nature of not being matured concrete systems, generally do not have mature accountability processes.  Establishing accountability processes require direct attention to the concrete systems involved – to the meanings, interpretations, and behaviours of those systems.  The casual connections become part of the design of governance and accountability of business alliances.  LST instructs that connection.
Multi-Level Considerations

LST provides multi-level perspectives of social organization integrated together to examine the autonomy, interconnectedness, and evolution of higher level human systems.  Businesses operate at the organization and group levels of LST and, of course, involve the organism level.  According to LST, life is organized on an eight-level hierarchy of systems.  The levels are (1) cells, (2) organs, (3) organisms, (4) groups, (5) organizations, (6) communities, (7) societies, and (8) supranational systems (Figure 1).  When examining business alliances, perhaps the most important distinction between groups and organizations is the composition of the decider subsystems.  Organization deciders are hierarchial, and those of groups are not. 


The decision process of a group commonly is described as flat.  Decisions may be reached by consensus of the group with various member inputs more prominent in some decisions.  Usually, at least an administrative leader is acknowledged by tradition, appointed, elected, or simply emerges.


Business alliances may be organized as groups or as organizations.  When they are organized as organizations, business alliances are typically identified legally (as corporations, partnerships, proprietorships, special purpose entities, etc.) and public auditors are required to determine their economic substance.  If an alliance is determined to be a separate economic entity, societal generally accepted accounting and auditing standards of transparency apply.  That is not to say that groups cannot be determined to be separate from their sponsors, but that determination is less common.  This discussion mainly concerns accountability in business alliances that are networking arrangements which are not determined by public audit examination to be separate entities from their sponsors—even though they may have separate legal status for tax, liability, and other legal purposes.  


Those alliances, by the nature of the required interactions of the personnel assigned to them, are more likely than not to function as LST-defined groups.  LST organizations are formed predominately of groups.  Groups, in turn, are formed of organisms (individual humans).  Ultimately, technological and economic systems require individual human expression.  When organizations devolve certain governance to the group level, they amplify individual human expression.


Living groups are made up of individual humans.  Thus, interpersonal communication is conserved.  In such business alliances, the humanity of higher-level systems is exposed.  Life, while including more and more technology at progressively higher levels, is still life.  In the final analysis, ideas are expressions of personality and personality communicates at multiple levels of intelligence (Kalaidjieva and Swanson, 2004).  The teleology of groups, organizations, communities, societies, and supranational systems is a life process.


All technological processes are purpose/goal oriented in some sense, but in a much narrower sense than the teleology of life.  Specialists that serve a technology likely function within the more limited purpose of that technology.  That is almost certainly true for computer and medical specialists, but it is likely also true of CEOs and CFOs who function in the modern technology of financial instrument markets.  Notwithstanding pressures to conform to limited purposes/goals, human personality expresses itself to some constrained degree in such processes.


Compared to the mature processes of sponsoring organizations, business alliances are not generally as constraining.  Individuality and ingenuity, consequently, are less likely to be constrained in business alliances.  As a consequence, the dynamically changing purposes (as defined by LST and discussed below) in the sponsors will not automatically be transferred to an alliance.

Governance cannot exist apart from the processes and structures being governed.  Business alliances range from such extensive alliances as those among airlines forming world-wide nets of major matter-energy and information processes to more truncated alliances as those forming limited purpose think tanks of experts in some knowledge area of mutual concern.  Governance of alliances likely differs across that wide spectrum of activity.  And, those differences require different disclosure and monitoring processes. Consequently, an understanding of critical processes and structures and their dynamics informs an understanding of the governance of alliances.


According to LST, higher level systems emerge from lower level ones through a process termed frey-out, a sort of division of labor or functions by which specialization occurs at the lower levels forming new, emergent levels.  When a business alliance is formed as a group and it endures over a long period, the process of frey-out may occur among its components.  That which is formed at one level may over time emerge at a higher level.  The flat governance of the group may give way to hierarchial arrangements.  For example, the International Society for the Systems Sciences began as a face-to-face group that agreed to meet from time to time.  The pervasive nature of the idea of systems rapidly drew other individuals to membership.  As the membership grew, hierarchial governance emerged.


Although LST does not assert it, human social structure seems to tend toward the LST organization level.  Successful groups elaborate into organizations as they gain more members and communities and societies collapse into organizations as more individuals are controlled by the organizations formed to perform community and societal functions.  Although the world is currently enjoying its most extended period of pluralistic democratic governance on one hand, on the other hand, hierarchial governance is advancing in both economies and political systems.


This observation is important to the discussion because, in that case, the development of networks with flat governance goes counter to the tendency of human organizational behavior.  It moves from the LST organization level towards the group level.  That is not to say that no organizational motivation for networking exists.  It obviously exists extensively.  The confluence of the tendency to hierarchy and the motivation for network presents, and might define, the character of business alliance governance.  So, although this discussion excludes alliances that are themselves LST-defined organizations with multi-echelon decider subsystems, it does not exclude the evolutionary tendency of alliances that are groups to transform into organizations—to re-instate hierarchial control.  

The Dispersion of Critical Subsystems

Business alliances happen because mutual benefit may be achieved by such cooperation among organizations. That benefit may be examined from the perspective of processes and structures critical for the survival and growth of the sponsors.  The processes and structures in which they occur taken together (because one cannot exist without the other) are termed subsystems by LST.  Because of the evolutionary process of frey-out, systems at the eight levels described in Figure 1, while having many different emergent components, all have the twenty critical subsystems briefly defined in Figure 2, without which they cannot endure.


From the vantage of a sponsor, the act of business alliance in every case disperses one or more critical subsystems or parts thereof to another sponsor.  Every critical subsystem except the decider may be outwardly dispersed to (performed by) another system. An organization may laterally disperse (to other organizations), downwardly disperse (to groups and individuals), and upwardly disperse (to communities, societies, and supranational systems).  The concept of dispersion of critical subsystems provides a rich analytical terrain in which essential characteristics of alliances may be explored.  Even when the sponsoring organizations only contract the reciprocal dispersion of certain processes, the individuals and groups involved likely form an informal group-level system, forming a cross-level relationship between the business alliance and its sponsors.  The cooperative nature of an alliance encourages that development.  From the vantage of the business alliance (the group), most of its critical subsystems are dispersed upwardly to its suprasystems (its sponsors).


The terms outsourcing and dispersing emphasize related but different aspects of the same concept.  Outsourcing is often identified with “downsizing,” with termination.   In contrast, dispersing is always an “upsizing.”  Outsourcing, in the context of “downsizing,” emphasizes the transfer of internal processes to an organization’s environment and the ability of the organization to compete in that environment to re-obtain those processes.  Dispersing, alternatively, emphasizes the bringing of certain processes of an organization’s environment under the control of the organization’s decider subsystem.  The difference is subtle but important.  When downsizing, an outsourced process becomes an external goal of the organization, when upsizing, a dispersed process participates in the unitary adjustment processes determining the organization’s internal purposes.  For example, when IBM “outsources” the management of a conference center to Marriott, IBM is likely dispersing the function to (bringing under its decider control) a better qualified Marriott management pool.   When IBM sells or leases the facility to Marriott, even with a service preference clause, IBM is likely outsourcing the facility and will compete, to some degree, for the services.  This distinction is further discussed in following section.


Governance of business alliances, therefore, involves two major foci, (1) the critical subsystems or parts thereof that are being dispersed through the alliance by each sponsor, and (2) the critical subsystems or parts thereof that the living group forming around the alliance contract is dispersing to (is being performed by) each sponsor.  And that governance rests upon the accountability among the systems involved.  The continuation of a semi-permanent business alliance may depend more on the functioning of critical subsystems than on the alliance’s perceived purposes and accomplishments of goals.  And that may explain to some extent why successful alliances sometimes continue long after their original perceived purposes and goals have been achieved and why sometimes beneficial outcomes have little relationship to those incipient perceptions.  If it lacks even one critical subsystem (except the reproducer), an alliance formed as a living group cannot endure.  If an organization (a sponsor) lacks even one such subsystem, it is not sustainable.  That is the assertion of LST, and that assertion frames the discussion of governance of business alliances.  The governance of a business alliance that operates as a living group cannot ignore the dispersion of its critical subsystems upwardly to its sponsors or its sponsors’ subsystem dispersion downwardly to it.  That attention requires accounting that includes disclosure and monitoring of both the alliance and the sponsors.


Reading through their descriptions in Figure 2, the need to analyze the dispersion of critical subsystems seems apparent, so much so that one might conclude that it obviously would be engaged.  The critical subsystems, however, are often obscured by their ingenious combinations and fragmentations in the emergent more visible components of higher level systems.  For example, Accounting and MIS are often separate, and sometimes competing, departments.  Both, however, perform important aspects of the internal transducer critical subsystem processes.  If a critical subsystem is missing in a business alliance, it cannot generate “computational representations which systems continuously offer of their own behavior and activity” (Button and Dourish, 1996, p.7).  Without such accounts, the governance would likely be flawed.


  Sponsors are also affected by critical subsystem dispersions.  Business alliances inevitably bring changes within sponsor organizations.  As those changes occur, a danger exists that critical processes may be neglected as components are reorganized. The changes may be insignificant, or they may rearrange critical processes into different patterns and components.  The accounts of such rearrangements may alter the governance models of the sponsors.


Within an alliance (group) being formed, several critical processes may be carried out by a group member, several members may perform a single process, or processes may be dispersed upwardly to sponsoring organizations.  It is characteristic of most group level systems that their suprasystems (in this case, the sponsors of an alliance) provide most matter-energy subsystems.  It is, of course, important that these processes be established and coordinated.  The conscious emphasis of many business alliances, however, is on information processing.  The information processing subsystems, consequently, are less likely to be upwardly dispersed.  That pattern of relationships requires cross-level disclosure and monitoring.  The pattern of internal and outwardly dispersed critical subsystems form a semi-permanent matrix of relationships within and among a business alliance and its sponsoring organizations.

Purposes and Goals

The function of the matrix of relationships of critical subsystems is central to LST.  LST defines living systems as concrete systems having certain qualities and all other concrete systems as non-living.  Among other characteristics, living system “subsystems are integrated together to form active, self-regulating, and developing unitary systems with purposes and goals” (Miller, 1978, p. 18).  The purpose of a living system emerges in the patterns in which critical subsystems and components are integrating together.  And that purpose determines the goals of the system.  Strategic planners often propose values, purposes, and goals that should guide organizations and alliances.  LST-defined purposes and goals actually exist whether or not they are stated in any document or otherwise consciously recognized.  They exist and may be observed in the processes and structures (the subsystems) of organizations and groups.


Goals depend on purposes according to LST.  That view is different from that of Ackoff and Emery (1972) where purposeful is defined as ideal-seeking, and Emery (1977) where individuals could be purposeful but groups could only be purposive.  Emery defines purposive as goal-seeking.  In both cases, purpose depends on goal or ideal.  In LST, goal depends on purpose.  Furthermore, both purpose and goal are discoverable concrete processes.  It is likely that Ackoff and Emery place no such restriction on their terms.


LST purpose is composed of a hierarchy of preferred values of important variables from which emerge decision rules that determine a system’s particular dynamic (quasi) steady state.  The variables are relationships among the processes and structures within the system.  Purpose is dynamic.  It is influenced by template (genetic and charter) information and by changes caused by rewards and punishments from a system’s environment.  The environmental relationships of most consequence to business alliances are those with their sponsoring organizations.


Purposes are internal, while goals are external.  Goals are pursued in a system’s environment.  IBM, for example, may have the purpose of continuing its existence (important relationship among management, labor, creditors, owners, suppliers, customers, and so on) and, therefore, pursues goals of increasing its market share in some markets and decreasing it in others, and of profits.  It will, however, be unable to do that if there is not a correspondence between IBM’s goals and society’s purposes.  So IBM produces computers to meet society’s purpose of increasing quantitative scientific and business decision models.


This distinction between internal and external integrative processes is important to the identity, viability, integrity, inherency of organizations or groups.  The terms independence and autonomous allude to the idea of whole or unitary systems, even though no system observable by empirical means exists by itself alone.  Organizations interact with their environments consisting of other organizations, systems at levels above and below them on the LST hierarchy, and the natural environment.  Nevertheless, it is the interactions among its subsystems and components that comprise an organization.  Distinguishing among internal interactions and interactions across an organization’s boundary provides a means of identity.  The same is true of groups.


Distinguishing between purposes and goals highlights the differences in the characteristics of processes occurring within an organization or a group and those conducted with its environment.  Those systems maintain fluxing values of important variables within relatively narrow ranges.  If such ranges of stability were not identifiable amid the constant changes of organizational variables, no higher-order system could be observed.  This is that which is meant by the terms quasi-steady state and homeostasis.  An organization’s components and critical subsystems are so interrelated that variation within ranges of stability only serve to focus the organization’s purpose.  If, however, a variable value fluctuates beyond its range of stability, the organization takes corrective actions.  Similar processes occur in groups.


Without corrective actions to relieve strains (the urgencies of variables beyond their ranges of stability) caused by stresses from the exchange with its environment of personnel, materials, energy, information and so on, an organization may be impacted negatively and even destroyed.  So, stresses from an organization’s suprasystem and environment are continuously causing strains within organizations that are relieved by internal adjustment processes.  Similar processes are happening within business alliances, however, their main environment of concern is composed of their suprasystems, their sponsors.  For example, Tennessee Tech University was stressed by an order by the Governor of Tennessee (Tech’s suprasystem) that no taxpayer money would be used for travel outside of the state of Tennessee. That action created strains within the University colleges restricting travel for which plans had already been finalized.  Fortunately, the College of Business Administration’s main environment was not the University (suprasystem) only, but included the College of Business Administration Foundation (suprasystem) as well.  The College strains were relieved when the stresses on the University were removed by the Foundation.  If that had not happened, various sorts of strains within the College might have been relieved, e.g., by reduced faculty research in the future.


It is important to realize that every response of a system to significant environmental changes is a unitary response.  One element cannot change without causing one or more other elements in the system to change.  This condition goes to the heart of the definition of a system that underlies the whole of systems science, that a system is a set of related and interacting elements.  The term interacting means that an element of a system cannot change without causing a change in one or more other elements.  Some elements of the system may be a little affected, causing variations well within their ranges of stability and triggering no adjustment processes.  Other elements will vary beyond their range of stability and introduce internal adjustment processes that must affect other elements.  Such a unitary response may or may not be characteristic of the environmental changes causing the system’s response, but it is characteristic of the system’s response.  An alliance that develops as a living group likely will have unitary responses to significant changes in relationships with sponsors that differ from the unitary responses within each sponsor that caused the changed relationships.  The alliance’s internal adjustments may return it to its prior steady state, move it to a different steady state, or cause its discontinuance.   As the hierarchy of preferred values of important variables (purpose) within the alliance changes, the goals pursued by the alliance in its sponsors likely change.  Accountability, with its disclosure and monitoring processes, may be identified with those purposes and goals and the strains and stresses that give rise to them.  And, governance rests on that accountability.

Accountability

Accountability is an interesting concept.  It might be the most primitive, fundamental dynamic of human civilization.  Denise Schmandt-Besserat (1992), based on a fifteen year study of Middle Eastern artifacts, hypothesizes that both counting and writing emerged in a prehistoric accounting system.  That system emerged about 8,500 BC and developed with the progressing civilization to about 3,500 BC.  Its technology culminated in the cuneiform tablets to which most modern written language and numbering can be traced.


Civilization, fundamentally, is a mapping of law onto the interactive processes of humankind.  Law is the template that informs concerted human action.  If the processes of human interactions (in which a law emerges and is continued) cease or even deviate beyond a certain tolerance, the law ceases to be a template informing processes.  It becomes just another conceptual system.  Law and accountability are two sides of the same coin.  One cannot exist without the other.


The concept of accountability, throughout the development of civilization, has expressed itself as a two-pronged accounting process consisting of disclosure and audit.  Disclosure processes information outwardly from an accounting entity while audit is a discovery process that penetrates an entity from without.  In criminal law, disclosure is minimized (going so far as to protect criminals from being compelled to self-incrimination in most Western societies) and audit (police discovery) is maximized.  Civil law accountability is built on the dual pillars of disclosure and audit, although recent high-level scandal and the demise of the Arthur Andersen CPA firm have called into question the effectiveness of the audit pillar (Swanson, 2004).

Accounting in Networking Business Alliances

All business alliances that can be judged according to current accounting and auditing standards to have separate economic substance from their sponsors are subject to the general standards of accountability.  Those standards, however, are a necessary foundation but insufficient expression of accountability in those alliances that may be characterized as networking arrangements.  Both prongs of the general accounting processes (disclosure and audit) are affected by the business alliance relationship.


Strijbos (2003) introduces a subtle change in the meaning of disclosure in his development of “disclosive systems thinking.”  Giving the idea a normative meaning, he defines disclosure “as implying a process of structuring and restructuring the variety of systems in our technological society in a way that contributes to the opening up of human life” (p. 119).  “Disclosure accordingly goes together with recognition of the distinctive character and intrinsic normativity of the various terrains of life” (p. 128).  This idea implies that disclosure is not only the responsibility of a business alliance to its sponsors, but also of the sponsors to the alliance.  A mutuality of disclosure is thus required.  That amplification informs the distinction between organizational (public) accountability and business alliance accountability.


In the context of Strijbos’ amplified definition of disclosure, a connection is made between disclosure and audit (discovery).  That connectiveness forms an indispensable  reciprocation of both disclosure and discovery between an alliance and its sponsors.  In the resulting mutuality, the audit function is better described as monitoring.  A business alliance and its sponsors are all three dynamic unitary systems, each uniquely functioning and developing.  In such a complex relationship, neither business alliance or sponsors could beneficially disclose without commensurate discovery—without monitoring.


“Disclosive systems thinking” further informs business alliance accountability with its emphasis on human expression, the LST organism level of life.  Each individual human in an alliance remains a component of the sponsoring organization.  Such an alliance, consequently, is not independent, as economic entities are thus judged.  In fact, the alliance is a certain kind of breach of the LST-defined boundaries of the sponsors.  The accounting consequence of that situation is that important monitoring and disclosure processes devolve to the individual human level.  The transparency of an alliance is not entirely a group process.  Business alliances require the design of accounting processes that recognize both the internal devolution within the organization to the individual level and the cross-level relationship between the organization and the alliance as an emerging autonomous group. 

Accounting Procedural Considerations

Several practical considerations are suggested by viewing business alliances through the lens of LST.  A brief discussion of those considerations follows.

1.
Identification of the concrete characteristics of a business alliance.  



A template, introduced at the inception of an alliance, can determine its general developmental characteristics.  A template is similar to the genetic code that guides the growth of an organism.  The templates of higher-level living systems are often termed charters.  A template of an alliance ordinarily is narrower than that of a corporation.  It, nevertheless, should be sufficiently broad or flexible to allow the development of purpose within the alliance.  Purpose, in turn, requires the integrating together of the twenty LST-defined critical subsystems.  Alliance templates that define domains of activity rather than specific processes and structures encourage creativity in a way similar to the “academic freedom” afforded professors of universities.


A template identifies which LST-defined critical subsystem or parts thereof will be dispersed through the alliance.  By examining carefully the processes and structures that are being transferred to satisfy the template, the sponsors may anticipate problem areas.  For example, when an airline outsources its ticketing function to achieve lower labor costs, it disperses a large and important part of its input transducer.  But, it disperses much more.  It also disperses that part of its output transducer, decoder, encoder, and boundary.  Some part of its internal transducer, decider, associator, and memory are also dispersed.  Those actions will directly affect the sponsors.  If the effects are not anticipated and compensated, the alliance may become detrimental rather than beneficial.


A template also views the alliance as an autonomous entity.  It identifies which LST defined critical subsystems will be dispersed upwardly to each sponsor and which will be performed by the alliance.  Generally, all of the matter-energy processing subsystems will be dispersed upwardly to one or the other sponsors.  Some of the information processing subsystems may be dispersed as well.  An alliance that performs more of its own critical subsystems, as a rule, will be more independent than one performing fewer of them.

2.
Sponsor disclosure and monitoring.  



The personnel selection and assignment process is possibly the most important consideration in terms of both disclosure and monitoring by a sponsor.  In an alliance (group), governance is performed by individuals.  Its assignment of personnel is a sponsor’s primary disclosure to an alliance.  Parts of many information processing subsystems are dispersed to an alliance by a sponsor through the assignment of personnel.  Alternatively, the assigned personnel provide important monitoring processes for a sponsor.  It is likely that even as alliances form maturing autonomous groups, assigned personnel continue to function as dispersed processes of sponsors, albeit with increasingly dual allegiance to the sponsor and to the alliance.


If it is possible to rank processes by importance, money-information processes possibly ranks second only to personnel selection and assignment.  Notice that the term is money-information.  Swanson (1994) distinguishes between monetary information and money-information on the basis of the relationship introduced by Beauregard (1961) between negentropy and information.  Beauregard suggests a subjective doubling of the transition between the two terms (negentropy→ ←information).  The direct transition (negentropy→ information) is the acquisition of knowledge while the reciprocal transition (negentropy← information) indicates power of organization.  Monetary information is a process of the direct transition.  It is knowledge about organizational processes.  Money-information, alternatively is a process of the reciprocal transition.  Money-information has generic economic value (Swanson, Bailey and Miller, 1997).  It’s transmission from a sponsor to an alliance discloses certain limits imposed by the sponsor.  It provides the economic means for the alliance to exercise individual human ingenuity to convert that generic value to specific economic value up to those limits, constrained only by the alliance template.  Money-information is more powerful than other forms of sponsor disclosure because it is more probable that it will cause economic actions.


Traditional accounting and auditing processes of a sponsor monitor, as a matter of course, the processes and structures of any critical subsystems dispersed upwardly from the alliance.  The subsystems performed by the alliance and those dispersed to the other sponsor(s) require monitoring designed particularly for the alliance.  Special monitoring processes are required for the sponsor subsystems or parts thereof which are dispersed through the alliance.  In order to complement the latitude of human ingenuity achievable through personnel selection/assignment and money-information disclosure, those monitoring processes emphasize outcomes as stressed by Kaplan and Norton (1996) while not neglecting the basic accounting and auditing processes.  They almost certainly involve non-monetary quantitative information (Swanson and Marsh, 1991, pp. 113-126) and non-quantitative numeric and linguistic assessments (Swanson and Marsh, 1991, pp. 153-165; Hieskanen and Airaksinen, 1979; Heiskanen and Swanson, 1992).

3.
Alliance disclosure and monitoring.  



Alliances disclose at two levels, through the personnel dispersed to the alliance (individual level disclosure) and through disclosure processes set up by the alliance (group level disclosure).  Sponsors are monitored at both levels as well.


The selection of personnel is particularly important when viewed from the monitoring function of the alliance.  Access to organizational information that may affect the alliance is critical.  So, personnel are selected from the appropriate echelon of a sponsor decider subsystem.  That selection also provides disclosure at the appropriate echelon.


Traditional financial budgets submitted by the alliance provide disclosure by the alliance and a means of monitoring by the sponsors.  When those budgets are financed, the money- information made available discloses the sponsors’ intentions for the alliance.  As noted already, this is possibly the most powerful disclosure of sponsors to alliances.


As powerful as they are, money-information processes are likely insufficient governing devices for alliances.  Non-monetary quantitative budgets are required as well.  This iteration moves the accountability beyond traditional stewardship accounting to performance accounting.  Non-monetary quantitative budgets reveal how the financial concrete processes will be engaged to accomplish the goals of the alliance.  Such budgets should not be rigid.  They should be flexible with projections continuously reflecting the latest re-evaluations.


Financial budgets and quantitative budgets are necessary but they do not yet provide sufficient accountability for an entity designated to open up ingenuity.  Non-quantitative numeric and linguistic procedures may be used for comparing an alliance’s official statements of purposes and goals with quantitative measurements and assessments of performance.  Even more important, non-quantitative assessments may provide a means of discovering actual purposes of alliances by linguistically assessing attitudes and behaviors of the individuals involved.  Such discovered purposes may be compared with the stated goals of the alliance (which should match the sponsors’ purposes) providing organizational accountability.

Conclusion

An examination of the interrelationships of a business alliance and its sponsors through the lens of LST suggests certain governance and accountability considerations.  These suggestions arise in the detail of complexity informed by the LST concepts of multiple levels of living systems and of critical subsystems integrating together to form dynamic, self-regulating, and developing unitary systems with purposes and goals.  Governance cannot exist apart from the processes and structures being governed.  An understanding of detailed critical processes and structures and their dynamics, consequently, informs an understanding of the governance of alliances.  Governance and accountability are two sides of the same coin.  One cannot exist without the other.  The open question of accountability in business alliances likely will be answered ultimately by studying the critical interrelationships among sponsors and alliances.  LST provides a rich conceptual terrain for such study.
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Figure 1

	HIERARCHY OF LIVING SYSTEMS



	1.
	Cells
	Minute unitary masses of intricately organized protoplasm. “All living systems either are free-living cells or have cells as their least complex living components” (Miller 1978: 203).



	2.
	Organs
	Organism subsystems that are formed from tissues. Tissues are collections “of adjacent cells of like origin and structure which carry out similar, specialized processes” (Miller 1978: 315)



	3.
	Organism
	Any animal or plant with organs and parts that function together to maintain life.



	4.
	Group
	“A set of single organisms, commonly called members, which, over a period of time or multiple interrupted periods, relate to one another face-to-face, processing matter-energy and information” (Miller 1978: 515).



	5.
	Organizations
	Concrete living systems with multiechelon deciders whose components and subsystems may be subsidiary organizations, groups, and (uncommonly) single persons (Miller 1978: 595).



	6.
	Communities
	Higher-order human systems prominently composed of both organizations and individual persons as subsystems. They have governmental organizations that are given special powers to control their components.



	7.
	Societies
	“Large, living, concrete systems with organizations and lower levels of living systems as subsystems and components” (Miller 1978: 747).



	8.
	Supranational Systems
	Concrete, living systems “composed of two or more societies, some or all of whose processes are under the control of a decider that is superordinated to their highest echelons” (Miller 1978: 903).



	


Figure 2

	THE TWENTY CRITICAL SUBSYSTEMS OF A LIVING SYSTEM

	Subsystems That Process Both Matter-Energy And Information

	1.
	Reproducer
	The subsystem that carries out the instructions in the genetic information or charter of a system and mobilizes matter and energy to produce one or more similar systems.

	2.
	Boundary
	The subsystem at the perimeter of a system that holds together the components that make up the system, protects them from environmental stresses, and excludes or permits entry to various sorts of matter-energy and information.

	Subsystems That Process Matter-Energy

	3.
	Ingestor
	The subsystem that brings matter-energy across the system boundary from the environment.

	4.
	Distributor
	The subsystem that carries inputs from outside the system or outputs from its subsystems around the system to each component.

	5.
	Converter
	The subsystem that changes certain inputs to the system into forms more useful for the special processes of that particular system.

	6.
	Producer
	The subsystem that forms stable associations that endure for significant periods among matter-energy inputs to the system or outputs from its converter, the materials synthesized being for growth, damage repair, or replacement of components of the system, or for providing energy for moving or constituting the system’s outputs of products or information markers to its suprasystem.

	7.
	Matter-Energy Storage
	The subsystem that places matter or energy at some location in the system, retains it over time, and retrieves it.

	8.
	Extruder
	The subsystem that transmits matter-energy out of the system in the form of products or wastes.

	9.
	Motor
	The subsystem that moves the system or parts of it in relation to part or all of its environment or moves components of its environment in relation to each other.

	10.
	Supporter
	The subsystem that maintains the proper spatial relationships among components of the system, so that they can interact without weighing each other down or crowding each other.

	Subsystems That Process Information

	11.
	Input Transducer
	The sensory subsystem that brings markers bearing information into the system, changing them to other matter-energy forms suitable for transmission within it.

	12.
	Internal Transducer
	The sensory subsystem that receives from subsystems or components within the system markers bearing information about significant alterations in those subsystems or components, changing them to other matter-energy forms of a sort that can be transmitted within it.

	13.
	Channel And Net
	The subsystem composed of a single route in physical space or multiple interconnected routes over which markers bearing information are transmitted to all parts of the system.

	14.
	Timer
	The clock, set by information from the input transducer about states of the environment that uses information about processes in the system to measure the passage of time and transmits to the decider signals that facilitate coordination of the system’s processes in time.

	15.
	Decoder
	The subsystem that alters the code of information input to it through the input transducer or internal transducer into a “private” code that can be used internally by the system.

	16.
	Associator
	The subsystem that carries out the first stage of the learning process, forming enduring association among items of information in the system.

	17.
	Memory
	The subsystem that carries out the second stage of the learning process, storing information in the system for different periods of time, and then retrieving it.

	18.
	Decider
	The executive subsystem that receives information inputs from all other subsystems and transmits to them outputs for guidance.

	19.
	Encoder
	The subsystem that alters the code of information input to it from other information processing subsystems from a “private” code used internally by the system into a “public” code that can be interpreted by other systems in its environment.

	20.
	Output Transducer
	The subsystem that puts out markers bearing information from the system, changing markers within the system into other matter-energy forms that can be transmitted over channels in the system’s environment.

	


