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Abstract 

 

 Accounting is often called the language of business. So far, there is no common 

language in the world of accounting. Now, the IASB and the FASB of U.S are trying to 

integrate the different language of business and trying to create a globally acceptable 

conceptual framework of financial accounting.  But it is not easy task.  Before reaching 

the goal, the Boards have to choose one “equity theory” which determines the 

accounting structure in the deep level. 

Traditional equity theory is called the “proprietary theory (perspective)”, which is 

easily applicable to small and medium size companies.  In this accounting model, 

income and equity of stockholders are the center of the gravity.  However, even to the 

big size companies, where the separation of ownership and managements become clear, 

this model is still applied in preparing their financial statements.   

Considering this anomaly, a new accounting model was advocated by Robert 

Anthony in 1983 which he called the “entity theory”.  The entity theory calculate the 

income and equity for the entity itself, by which stockholder's right is restricted and the 

stakeholders claim will be called attentions.  Such an accounting structure is called here 

as the accounting model for stakeholder capitalism.   

However, the voices that push to apply old accounting model to contemporary big 

companies seem still strong.  Even if the Boards might choose the accounting model for 

stockholders capitalism, which may be convenient to Anglo-Saxon countries such as U.S 

or Canada, possibilities of adopting the new accounting model for stakeholder capitalism 

should be explored in Asian countries such as Japan and Korea. 

 

 

 



 

 Possibility of New Accounting Model for Stakeholder Capitalism in East Asia 

 

Michimasa Satoh (Nagoya University) 

  

1. Introduction 

The purpose of this paper is (1) to show the new accounting model is coming out 

recently in international accounting, and (2) to consider the possibility that the new 

accounting model can be applied appropriately to the countries with the corporate 

governance model that focuses on stakeholders, such as Japan and Korea. 

In the field of accounting, there is a very important issue known as Equity theory 

(accounting theory of corporation), which deals with “From whose point of view should 

accounting be carried out?”  Theoretically, there are two opposite theories; Proprietary 

Theory and Entity Theory. This is actually unavoidable issue to establish a basic 

structure of accounting. However, hitherto, accounting system has naturally adopted 

Proprietary Theory. 

Proprietary theory can be associated with accounting model for Stockholder 

Capitalism. In this accounting model, after the profit has been computed, the 

undistributed profit will belong to the stockholders. Although recent trends are attaching 

greater emphasize on stakeholder, the accounting system still does not allow such 

accounting model that emphasize stakeholder to be implemented. Don’t you see a 

problem in it? 

For example, when we see the Balance sheet of Toyota Motor Corp. this year, 

the equity side consists of 10 trillion. From that amount, the total of capital and capital in 

surplus is only 900 million. Then, after deducting the treasury stocks, there is minus 

300 million. It means that most of the equity side consists of the retained earnings. 



 

These retained earnings are equivalent with large amount of funds calculated without 

interest. Therefore, the profit reported by Toyota could not be compared with other 

companies. 

For a long time, the theory that can explain, in accounting term, the company with 

a corporate governance model defined in the context of stockholders such as Toyota.  

The Entity theory was a candidate for that, but the traditional entity theory could not also 

come up to the expectation.  At last in 1983, Robert Anthony advocated the new entity 

theory.   

The term entity theory (perspective) was appeared in the International 

Accounting Standard Board (IASB) and American Financial Accounting Standard Boards 

(FASB) first joint publication in July 2006, in which they decided to adopt entity 

perspective. This issue gained many attentions. Since this proposal is still in the level of 

public draft, there is no full explanation about the detail accounting model. However, 

because the Boards have used the term entity perspective, it then raises the Entity 

Theory of Prof. Robert Anthony to the surface.   

 According to this model, dividend is accounted as an expense and accrual basis 

is applied to the dividend expense. As a result, this model calculates profit for the entity 

instead of stockholders.  This model will bring drastic revolution in accounting world 

since the depreciation accounting was introduced.  This model is best applied in 

countries such as Japan or other Asian countries that is focusing more on stakeholder. 

And because it is contrasted contradicts with Stockholder Capitalism, I name it the 

accounting model for Stakeholder Capitalism. 

In May 2008, the IASB / FASB published the Exposure Draft of an Improved 

Conceptual Framework for Financial Reporting.  In this ED, the Boards also declared 

that they decided to adopt the entity perspective.  The adoption of the entity perspective 

might bring a paradigm shift in financial reporting. 



 

As a person who translated Robert N. Anthony’s book, Future Directions for 

Financial Reporting, in which entity theory was explained almost clearly, I felt surprised 

with some delight if the entity perspective might be adopted by the Boards.  Anthony’s 

entity theory is suitable to the companies which take care of all the stakeholders 

(stakeholder capitalism). It is believed that Japanese companies, and other East Asian 

countries, are conducted according to the stakeholder capitalism.  This might bring a 

paradigm shift in financial reporting and might have influence on the conduct of business. 

So I sent a comment letter to IASB to find out whether the Boards understand the impact.  

The Boards now seem looking for the way to break through this problem. 

The framework for this analysis will be summarized as is shown in Figure 1.  We 

need a happy matching of Accounting perspective, corporate governance and the type 

of capitalism.  Therefore the possibility of moving from Model 1 to Model 2 should be 

explored. 

 

 



 

Figure 1 
The Framework for Analysis 
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2.    The Comparison of Equity Theory 

 Let me explain here some more in detail about the special characteristics of the 

entity theory by Anthony.  The two most held views in corporation accounting, which 

affect how the businesses are managed, are proprietary concept and entity concept. The 

contrast between those two views will be first briefly explained. Subsequently, the new 

definition of entity theory by Robert N. Anthony will also be explained. 

 

(1)  Proprietary Theory 

  Proprietary theory might have been widely understood in an almost 

uniform viewpoint. According to this theory, company is owned by some persons or 

group, which is the center of interest, and also called as proprietor. Paul Rosenfield 

(2005) defined proprietor as, “a person or persons who are the ultimate beneficiaries 

of success or suffers of failure of the business and to whom duties of the business to 

transfer resources to them are discretionary”. Moreover, Vatter (1947) also described, 

“For proprietary theorist the proprietor is the person to whom and for whom reports 

are made, and the concepts of net worth and profit are personal ideas, in that the 

proprietor’s interest is the axis around which the process of accounting revolve”. 

 The notion of proprietorship originally comes from the logic of the 

exposition of double-entry bookkeeping: 

 

Assets – Liabilities = Proprietorship 

  

 All the assets of the firm belong to the owners or proprietors, and any 

liabilities are also their obligations. Thus, revenues received by the firm are increases 

of the proprietorship or net interest of the firm and, likewise, the liabilities born by the 



 

firms are decreases of the net proprietary interest in the firm (Hendriksen and Breda, 

2001; Schroeder and Clark, 1998).  As a result, proprietorship, which is considered 

to be the net value of the owners, is equal to the original investment and additional 

investment plus the accumulated net income (or minus net losses), after being 

deducted by withdrawn by the proprietors. Therefore, Hendriksen and Breda (2001) 

named it a wealth concept.  

Furthermore, they explain, “Net income, the excess of revenues over 

expenses, accrues directly to the owners; it represents an increase in the wealth of 

proprietors. And since income is an increase in wealth, it is immediately added to the 

owner’s capital or proprietorship. Cash dividends represent withdrawals of capital, 

and retained earnings are a part of total proprietorship. Interest on debt, however, 

represents an expense of the proprietors and should be deducted before arriving at 

net income to the owners. Corporate income taxes are likewise expenses in the 

proprietorship theory; however some argue that the corporation is acting as an agent 

of the stockholders in paying the tax that is really a tax on the income of the 

stockholders.” (Hendriksen and Breda, 2001, p.770) 

 Bird, Davidson and Smith (1974) explained the contrast between Entity 

and Proprietary Theories and noted that proprietary approach viewed the enterprise 

as an agent of the owners and the records as an accounting by the proprietors for 

their own property. In this case, owners are not considered as outside parties. Thus, 

this theory is best for sole proprietorships in which owners are also the managers of 

the business. When the businesses are getting bigger and more complex, proprietary 

concept might be less acceptable. 

However, many of today’s accounting practices are still affected by this 

concept. As Hendriksen and Breda write, “…many writers have chosen to look 

through the veil of the corporate form and describe the total of the invested capital 



 

stock and retained earnings as the net wealth of the stockholders, implying the 

proprietary theory. The comprehensive income concept adopted by the FASB, for 

instance, is based on the proprietary theory. It includes all items affecting 

proprietorship during the period except dividend withdrawals and capital 

transactions.” (Hendriksen and Breda, 2001, p. 770) 

  

(2) The Interpretation of the traditional Entity Theory 

 The entity theory views business as something separate and distinct from 

the entity’s capital provider. It puts the business unit, rater than the proprietors, 

investors, or any other parties, as the center of accounting interest and financial 

reporting purposes. “Because accounts and financial statements relate to business 

enterprise rather than to owners, revenues and costs are defined in terms of 

changes in enterprise assets rather than as increases or decreases in 

proprietorship.” (Patton and Littleton, 1940, p. 7) 

   The entity theory is expressed in the basic accounting equation: 

 

Assets = Equities 

 

  Since assets and liabilities belong to the entity, and not the owners, 

revenue received will directly be the entity’s revenue or property, and expenses 

incurred will be the entity’s obligation. Thus, the profits resulted belong to the entity, 

as well as the revenue and expenses, and accrue to the stockholders only when 

dividend is declared. All the items on the right-hand side, except the retained 

earnings, are claims against the entity’s assets, either in the form of creditor claims 

or owner claims (Schroeder and Clark, 1998) 



 

  Similarly, Hendriksen and Breda also note that, “The net income of the 

enterprise is generally expressed in terms of the net change in the stockholders’ 

equity, not including changes arising from dividend declarations and capital 

transactions. This is not the same as saying that the net income is the income to the 

stockholders, as is implied in the proprietary theory. Net income, in the entity view, 

simply represents a residual change in equity position after deducting all other claims, 

including interest on long-term debt and income taxes. It is personal income to the 

stockholder only if the value of the investment has increased or to the extent of a 

dividend declaration.” (Hendriksen and Breda, 2001, p. 772) 

 

(3) The New Definition of Entity Theory by Robert N. Anthony 

Another entity theory is explained by Robert N. Anthony in his book, 

Future Directions for Financial Reporting (1984). It develops entity theory in most 

logic and clear way of thinking. Anthony’s entity theory explains that if the accounting 

entity is viewed as an organization distinct from its owners that means the entity 

owns the assets, and the entity owes the amounts due to outside parties. As a result, 

the balance sheet of an entity should report the financial interests of the entity, not 

financial interests of its owners. 

Anthony firstly explained the entity theory in similar way as previously 

explained entity theories. The right-hand side of the balance sheet reports sources of 

the entity’s funds while the left-hand side report how those funds are invested. The 

balance sheet reflects the investment and financing of the entity as a whole, and thus 

making the basic accounting equation be ‘Assets = Source of funds’. 

“The view of the balance sheet is more realistic than the view implicit in 

current practice and corresponds to the nature of assets and liabilities as currently 

reported. The liabilities report the amount of funds furnished by lenders, by vendors 



 

(in the form of accounts payable), by employees (in the form of accrued salaries and 

perhaps unfunded pension benefits), and by the government (in the form of deferred 

taxes).” (Anthony, 1984, p. 77) 

  In addition, Anthony also argue that earnings were earned not by the 

shareholder participants, but by the entity itself. The amount showed in the 

shareholder equity section of the balance sheet does not equal to the amount of 

funds supplied by the shareholders, because retained earnings are included. The 

paid-in capital shows the amount of shareholders supplied initially, but retained 

earnings were not contributed by shareholders. 

  Furthermore, Anthony mention three entity source of funds, which are 

supplied by creditors, shareholders, and the other one, is generated by the entity’s 

own efforts. Funds supplied by creditors are liabilities, while funds supplied by 

shareholders are shareholder equity. Those two funds supplies have been widely 

known in the current accounting practices. Then, Anthony refers to the third type as 

entity equity. 

 
Balance Sheet under the Entity Theory 

  
 

ASSETS 

Liabilities  

 Shareholder Equity  

 Entity Equity 
 

 

    

 

  However, Anthony insists that there should be cost of using shareholders 

funds to the extent that dividends have not been repaid. The cost of using 

shareholder equity fund is referred as equity interest.  This is because, “Unpaid 

equity interest is a source of funds, just like unpaid debt interest. To the extent that 



 

shareholders receive preferred stock, and dividends on this stock correspond to the 

cost of these funds, unpaid preferred dividends is a component of equity interest. 

Unpaid interest on common stock should appear on the balance sheet.” (Anthony, 

1984, p. 77) 

“The amount of funds generated by an entity’s own operations during a 

period is measured by net income. Net income should be calculated by as the 

difference between revenues (including gains) and expenses (including losses and 

equity interest). Each year’s net income should be added to entity equity, just as net 

income is added to retained earnings in current practice. Because equity interest is 

recognized as a cost, however, the amount added to entity equity would be much 

smaller than the amount added to retained earnings as currently reported. Entity 

equity as of a given date is the sum of all net incomes to date.” (Anthony, Future 

1984, p. 78) In the other parts of the book, Anthony also proposes some rates to 

solve the measurement problems. Those are pretax debt rate, specified risk premium, 

and specified published rate. 

Under Anthony’s interpretation, the entity theory might bring radical 

consequences. However, Zambon and Land (2000) argue that, “Between the different 

interpretations of the entity theory, Athony’s position seems the most consistent with the 

conceptual premises of the entity point of view: all the constituents are considered as 

‘third parties’, and the ‘beneficiary’ of the accounting process is the firm itself. A 

consistent entity approach to income calculation should in fact be indifferent to the 

institutional form which is taken by a firm to run its business.” Furthermore, they also 

added that, “Anthony’s interpretation of the entity theory is the most easily and 

immediately applicable to the co-operative anomaly, since it does not require any 

adaptation at all. According to the different form of co-operative society, the expression 

of ‘implicit cost’ will be referred to as either the cost of labor in the workers’ co-operative, 



 

or the sale revenue in the consumers’ co-operative. The cooperative profit would appear, 

then, as the over or under price for the products transferred) to co-operative members, 

which has been permitted by the specific factor combination achieved, and the 

organizational self-coordination realized, by the entity-co-operatives’”. 

   

Table 1    Comparison of three Equity Theories 
 

Equity Theory  :            Sallies             Tax               Interest            Dividend             

(1)Proprietary Theory:     Expense Expense   Expense    Appropriation  

(2)Old Entity Theory :      Expense     Expense  Appropriation       Appropriation   

(3)New Entity Theory :     Expense     Expense  Expense              Expense     

 

 

3.   Stockholder Capitalism in Japan  

In Japan, at least till the 1980s, it is believed that Japanese businesses were 

conducted according to the stakeholder governance model.  Probably it was for that 

reason, when Robert Anthony visited Japan in 1988, he asked me “Is such a framework 

can be applicable to Japan?”, in responding to my interview.  “Such a framework” meant 

Anthony’s entity theory.  I was not able to answer promptly then.  

Contrary to his expectation, during the 1990s, the tendency of the stockholder 

capitalism had become strong in Japan.  It might be the result of the economic slowdown 

caused by the collapse of a bubble economy.  It was in such an era that the corporate 

evaluation technique called EVA was introduced into Japan. 

The idea of the Anthony model and the idea of EVA are close in the point that 

both calculate the residual income by recognizing the cost of the stockholders' equity. 

However, there is an important difference. 



 

Theoretically in EVA, the base by which it calculates equity cost is all the net 

assets, while in the Anthony model, the base is only a shareholder's equity measured 

through the entity theory; entity equity is removed from the base.  As a result, the target 

profits of the Anthony model become less than EVA.  

The term “Stockholders' equity” was introduced into the new Japanese 

Corporate Law in 2005.  At this time, it is interpreted that all the retained surpluses 

belong to the stockholders' equity.  This interpretation clearly reflects the stockholders 

capitalism. 

 

(Please see the Appendix) 

 

4. The Changing Attitude of the Boards 

(1) The Discussion Paper (July 2006) 

In July 2006, the U.S. Financial Accounting Standard Board (FASB) and 

the International Accounting Standards Board (IASB) published jointly Discussion 

Paper, Preliminary Views on an improved Conceptual Framework for Financial 

Reporting: The Objective of Financial Reporting and Qualitative Characteristics of 

Decision –Useful Financial Reporting Information. That was the first publications 

jointly developed by the Boards as part of a project to develop a common conceptual 

framework for financial reporting.  

  In this publication, the Boards mention that financial report reflect the 

perspective of the entity rather than only the perspective of the owners or the entity 

perspective. The Boards invited public comments on all matters on the Discussion 

Paper by November 3, 2006.  There were 179 comments received as responses for 

the Boards’ Discussion Paper. Many comments on the discussion Paper disagreed 

with the Boards’ decision to adopt the entity perspective as the basic perspective 



 

underlying financial report. Some respondents even insisted that they preferred the 

proprietary perspective while some other comments suggested that the Boards 

should clearly explain the difference between the entity and proprietary perspectives, 

the implications, and how the views expressed in the framework are consistent with 

the perspective selected.  

 

(2) The Exposure Draft (May 2008) 

After the Boards’ redeliberations of the issues being addressed in the first 

phase of the project and consideration of feedback received on the Discussion Paper, 

the Boards published Exposure Draft of an Improved Conceptual Framework for 

Financial Reporting: The Objective of Financial Reporting and Qualitative 

Characteristics and Constraints of Decision –Useful Financial Reporting Information 

in May 29, 2008. Despite the disagreements from many respondents, the Boards 

again used the term entity perspective.  

The Exposure Draft was also issued for public comment until September 

29, 2008. In this exposure draft, the Boards specifically asked the respondents 

whether they agreed if the entity perspective was adopted. There were 142 comment 

letters received. Different from the previous respond, most of respondents agreed 

with the Boards conclusion. 

 

(3) The IASB Update (2009) 

Surprisingly, after the two documents that affirmed the entity perspective as the 

basic perspective, the Boards decided two amendments on the proposals of Exposure 

Draft in the IASB Update in March 2009 (Board Decision on International Financial 

Reporting Standards).  One of the amendments was “to avoid using, when possible, the 

terms entity perspective, entity theory, and proprietary perspective because they do not 



 

convey the boards’ view”. The Boards also directed the staff to start drafting the final 

versions of the chapters on the objective of financial reporting and the qualitative 

characteristics of and constraints on financial reporting. 

The update was the result of IASB meeting in March 2009, as written in the 

Information for Observers. IASB decision was based on the comments from respondents 

that “entity perspective (or entity theory), proprietary perspective (or proprietary theory) 

and parent company approach have different meanings to different people. In fact, the 

Boards itself think it is not clear whether the Boards used the terms with the same 

meanings in all cases. Therefore, it was recommended that the conceptual framework 

describe the Boards’ view without labeling them, particularly in the objectives chapter. 

The idea could be described more clearly by saying that financial statements should 

focus on providing information about the financial position (and changes therein) of the 

entity itself”. 

FASB’s minutes in April 2009 also mentioned similar conclusion regarding the 

use of the term entity perspective. Along with IASB, FASB staff recommended that the 

exposure draft described the Boards’ view without labeling entity perspective, proprietary 

perspective, and parent company approach. 

Besides appeared in the phase A (the objective and qualitative characteristics), 

the term “entity perspective” also appeared in the Discussion Paper of phase D 

(reporting entity concept). Since in the phase A the Boards decided that financial reports 

should be presented from the entity perspective, in the context of a group reporting entity, 

financial statement are prepared from the perspective of that group, not from the 

perspective of the parent company’s shareholders. The Boards now is drafting the 

Exposure Draft of the Reporting Entity Concept. The Exposure Draft of the reporting 

entity concept will then similarly delete all the explanations using this term.   



 

The process of the changing attitude of the Boards is summarized in the Figure 2 

bellow.  Two factors which affected the Boards (X1, X2) and the final result (X3) should be 

investigated more. 

 

Figure 2 
The IASB/FASB Joint Project: 

Conceptual Framework for the Financial Reporting 
 

 

X1: other factors affecting the drafting process of the 
Discussion Paper 

X2: other factors affecting the drafting process of the 
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5.       Conclusion 

Before the fall of Berlin Wall in 1989 which paved the way of German 

Reunification, two opposite tenets were Capitalism and Socialism. The situation then 

changed and resulted in two very contradictory capitalisms: stockholder capitalism and 

stakeholder capitalism. Some scholars express these capitalisms in different terms, such 

as Ronald Dore that use the terms stock market capitalism and welfare capitalism. 

The rapid globalization has resulted in acceleration in the global convergence of 

accounting standards that force national accounting standards are being converged with 

one another. Nowadays, the use of International Financial Reporting Standards (IFRS) 

has been spreading all over the world.  

In the deepest level of accounting system, there is only one system, which is 

currently dominated by the accounting system of stockholder capitalism. Other models 

proposed by some scholars were always neglected, such as George Husband and 

Robert Anthony which proposed the Entity Theory as a basis underlying the financial 

reporting. 

It was astonishing that the IASB and FASB proposed the adoption of the entity 

perspective in their joint Discussion Paper and Exposure Draft in order to improve the 

present accounting conceptual framework. However, after 3 year deliberations, they 

finally gave up to use the term entity perspective, because the comment letters received 

showed that term entity perspective had different meanings to different people. 

As a first conceptual framework that will be applied all over the world, this could 

bring a huge change in the global economy. If the Boards had been successfully 

adopted the entity perspective, the world would have been towards the stakeholder 

capitalism. However, the opposite situation might result in the unstable economy. 



 

Therefore, although the IASB and FASB have amended their decisions to adopt 

the entity perspective, it is necessary to spread the idea of new accounting model of 

stakeholder capitalism, regardless the IFRS.  
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Appendix 

A Note on the Stockholder Capitalism and Stakeholder Capitalism 

 

There are four dimensions on which Japanese capitalism is different from the 

Anglo-Saxon model: “first, firm which on the ‘stakeholder’, employee-

favoring/shareholder-favoring dimension lean heavily towards employees; secondly, 

relational trading (as opposed to impersonal spot-market trading); thirdly, a greater tilt 

toward cooperation in the cooperation/competition balance among competitors; and 

finally, a strong role for government as producer of public goods and umpire arbitrating 

clashes of private interests in matter where Anglo-Saxon countries would leave the 

market sort things out”. (Dore, 2000, p. 51) 

   Yoshimori (1995) conducted surveys of senior managers in Japan, Germany, 

France, the US, and the UK. The result shows that in Japan, 93% of surveyed managers 

answer that companies belong to all stakeholders, while in US and UK only 24% and 

29% managers agree that companies belong to all stakeholders. The rest of them 

consider the companies belong to the shareholders. Thus, similar to Dore, it shows how 

Japan finds all stakeholders more important than solely the shareholders.  

  However, after the Big Bang of Japanese economy at the end of 20th century, 

Japan was forced to change. Moreover, Dore (2000) also writes, “Today, in matters 

economic, the dominance of the United States increases steadily as its global cultural 

hegemony is reflected back, not only from the homeland itself, but from the academies of 

Western, Central, and Eastern Europe, not to mention Latin America and the rest of Asia. 

And it increases, too, as the proportion of young US-trained PhD staffing Japanese 

economics departments and teaching from American textbooks (or their local 

derivatives) steadily grows, along with the number of American-MBA Japanese 

businessman”. 
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