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		Abstract

		In response to a longstanding debate within the accounting profession on how to clearly distinguish liabilities from equity, we offer an alternative liability-equity classification scheme (the â€œEarned Capital Approachâ€�) in which capital acquired in exchange for issuing claims (â€œexternal capitalâ€�) is classified as liabilities and capital acquired in exchange for providing goods and services (â€œearned capitalâ€�) is classified as equity. The Earned Capital Approach differs from the approach underlying current financial reporting standards in that it is based on a fundamental distinction between the firm and its claimants rather than a distinction between types of claimants (e.g., owners versus creditors). In this paper, we summarize the accounting professionâ€™s ongoing attempts to distinguish liabilities from equity and discuss the conceptual underpinnings and financial reporting implications of the Earned Capital Approach. 
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