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Statement of Financial Position 
Accounting Equation 
-Assets = Liabilities + Shareholders’ Equity or Assets – Liabilities = Shareholders’ Equity 
-assets minus liabilities is called net assets or net worth 

Asset
-an economic resource that has value where the owner (entity/company) has a legal right/access to it 
-current assets
 	-liquidity order: cash, short-term investments, accounts and notes 
 	 receivables, inventory, prepaid expenses
-non-current assets
 	-liquidity order: long-term investments, property plant and equipment, 
               intangible assets, others (long-term prepaid expenses, deferred taxes) 

Liability 
-an obligation (debt) that will normally require the use of an asset to liquidate it and which is enforceable by law 
-current liabilities and non-current liabilities generally do not have liquidity order 
-unearned revenue is a liability 

Shareholders’ Equity
-sources: contributed capital (common/preferred shares), retained earnings, Accumulated Other Comprehensive Income (AOCI), 

Classified Statement of Financial Position
-classify assets into current or non-current and in liquidity order 

Income Statement 
Income Statement Equation
-Net Income (Loss) = Revenues + Gains – Expenses – Losses 

Revenue 
-inflow of economic assets as a result of normal business activities 

Gain
-an increase in net assets as a result of a peripheral (outside) activities 

Expense
-outflow of economic assets as a result of normal business activities 

Loss
-a decrease in net assets as a result of a peripheral (outside) activities  



