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Various aspects of distinction between liabilities and equity

Yukinori IKEDA
Summary

Various financial instruments have been developed along with the progress of financial market,
which has led to generate many financial instruments with obscure distinctions between liabilities
and equity. The intent of the article is to examine the criteria for the distinction between liabilities
and equity provided by some accounting standard setting organizations in Japan, the Financial
Accounting Standards Board and the International Accounting Standard Board, and to expose the
problems of these standards. The study indicates that the standards for the distinctions generate
the third category and the fourth category (they may be called“no-man’s land”or“mezzanine”).

However, it seems difficult to demonstrate logically that the approaches to distinguish between
liabilities and equity may result in generating the third category and the fourth category. Therefore,
logical solution for the accounting problem may require either approach to firstly give a strict

definition to liabilities, or to firstly give a strict definition to equity.
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