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The purpose of this study was to develop an indicator which shows the risk
appetite (loss tolerance) of companies. Using the financial statements of listed retail companies
which have been applying Japanese accounting standards from fiscal years 2010 to 2020 consistently,
we examined the correlation between return on equity (ROE) and the valuation difference on
available-for-sale securities. This study also investigated the relationship between ROE and its
three components, and the relationship between ROE and the sum of the valuation difference and other

retained earnings.
The results showed a strong correlation between ROE and net profit margin on sales for the retail
companies, but no clear correlation was found between ROE and the "revaluation surplus of other
securities” considered to absorb future losses. However, this study found that accounting for loss
absorption using the revaluation surplus of other securities is feasible under corporate law.
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