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In this study, | reconsider the concept of equity in corporate accounting
from the perspective of the origin and attribution of supernormal profit. Under the current
corporate accounting, shareholders are assumed to be the sole residual claimants. However, the
existence of implicit contracts in corporate activities implies other residual claimants in addition

to shareholders. Unless shareholders are considered the sole residual claimants, it is crucially
important to recognize the entity equity as distinguished from shareholders’ equity. From this
point of view, shareholders® equity on a balance sheet is overvalued under the existing corporate
accounting, and therefore the meaning and relevance of a P/B ratio is far from straightforward. We
should critically examine the foundation of the current corporate accountin? in order to design a
more equitable corporate accounting system in which attribution of the results of corporate
investments is determined according to contribution.
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