In finance, assets and liabilities are two fundamental concepts. They form the backbone of our
financial health and play a crucial role in determining our financial future. They’re the yin and
yang of accounting, the balance that keeps our financial world spinning. So fundamental are
these concepts that they form the first lesson of Accounting 101.

Our brains are either our greatest assets or our greatest liabilities.
Robert Kiyosaki
But what if the traditional definitions of these terms aren’t painting the full picture?

Robert Kiyosaki, known for his controversial views, challenges conventional wisdom with his
unique definitions of assets and liabilities. His book ‘Rich Dad Poor Dad’ isn’t just about money;
it's about transforming our thinking to create wealth. His words have transformed many widely
accepted concepts about money. Today, we're going to examine Kiyosaki’s perspective and
explore how it can reshape our understanding of assets and liabilities.

In this blog post, we will discuss:

Assets and Liabilities — The Traditional Definitions
Robert Kiyosaki’'s Definitions

Examples of Assets and Liabilities According to Kiyosaki
The Importance of Understanding the Difference

How to Increase Assets and Decrease Liabilities

Assets and Liabilities — The Traditional Definitions

In the traditional sense, assets and liabilities are fundamental concepts in finance and
accounting that directly impact an individual’s or a company’s financial health.

Assets are resources owned by an individual or a business that are expected to provide future
benefits. These can be tangible or intangible. Tangible assets include things like real estate,
machinery, and inventory, while intangible assets include things like patents, trademarks, and
copyrights. Assets can also be financial, such as cash, investments, accounts receivable, and
stocks.

Liabilities, on the other hand, represent what an individual or a business owes. These are
obligations that need to be met, and they can take various forms. Current liabilities, such as
accounts payable and accrued expenses, are due within a year. Long-term liabilities, such as
bonds payable or long-term loans, are due over a longer period.

The difference between what you own (assets) and what you owe (liabilities) is known as
equity or net worth. Understanding these traditional definitions is the first step towards financial



literacy. However, Robert Kiyosaki, in his book ‘Rich Dad Poor Dad’, offers a different
perspective on these concepts, which we will explore in the next section.

Robert Kiyosaki’s Definitions

In his book ‘Rich Dad Poor Dad’, Robert Kiyosaki offers a unique perspective on assets and
liabilities that challenges traditional financial wisdom.

According to Kiyosaki, an asset is something that puts money in your pocket. This includes
investments like real estate, stocks, bonds, or anything else that generates income. It’s not just
about ownership; it's about whether or not it's producing income.

On the other hand, a liability is anything that takes money out of your pocket. This includes
things like your car, your house, or any other expenses that do not generate income. Even if you
own your home outright, Kiyosaki would still classify it as a liability if it's not generating income.

This is a significant departure from traditional definitions. In traditional finance, your house or car
would be considered an asset because it has value. But Kiyosaki argues that these things can
often cost you money in terms of maintenance, taxes, and other expenses, and therefore should
be considered liabilities unless they’re generating income.

The reason Kiyosaki’s definitions differ from the traditional ones is because his focus is not just
on value, but on cash flow. His definitions are designed to make us think about our purchases
and investments in terms of income generation, not just value. This shift in perspective can have
a profound impact on our financial decisions and ultimately, our financial health.

Assets put money in your pocket, whether you work or not, and liabilities take
money from your pocket.

Robert Kiyosaki

Examples of Assets and Liabilities According to Kiyosaki

Let’'s explore some real-life examples of assets and liabilities based on Robert Kiyosaki’s
definitions from ‘Rich Dad Poor Dad’:

Assets

Rental Property: If you own a property and rent it out, the rental income you receive puts
money in your pocket, making it an asset.

Stocks and Bonds: Investments in stocks and bonds that yield dividends or interest are assets
because they generate income.



Business Ventures: If you own a part of a business that brings you profits without requiring
your day-to-day involvement, it's an asset.

Liabilities

Personal Residence: Your personal residence, even if fully paid for, is a liability according to
Kiyosaki. While it might have value, it doesn’t put money in your pocket. Instead, it often results
in expenses like maintenance, property taxes, etc.

Car: A car is another example of a liability. While it might be useful and valuable, it doesn’t
generate income. Instead, it leads to expenses like fuel, maintenance, insurance, and
depreciation.

Credit Card Debt: Credit card debt is a liability because it takes money out of your pocket in the
form of interest payments.

Remember, according to Kiyosaki, the key to wealth is to increase assets (things that put money
in your pocket) and decrease liabilities (things that take money out of your pocket).

The Importance of Understanding the Difference

Understanding the difference between assets and liabilities, especially through the lens of
Robert Kiyosaki’s definitions, is crucial for several reasons.

Firstly, it shifts our perspective from merely accumulating wealth to generating income.
Traditional definitions focus on the value of what we own, but Kiyosaki’s definitions encourage
us to think about cash flow. This shift in perspective can significantly impact our financial
decisions, prompting us to consider not just the value of an investment, but its potential to
generate income.

Secondly, understanding this difference can help us make smarter financial decisions. By
focusing on acquiring assets (things that put money in our pockets) and minimizing liabilities
(things that take money out), we can improve our financial health and work towards financial
independence.

Finally, this understanding can lead to financial independence. Financial independence is
achieved when the income from our assets can cover our living expenses. By prioritizing the
acquisition of income-generating assets, we can work towards this goal.

Understanding the difference between assets and liabilities, particularly as defined by Kiyosaki,
is more than a lesson in finance. It's a lesson in financial independence and wealth creation. It’s
about understanding that true wealth isn’t about how much we own, but how much we can earn
from what we own.



How to Increase Assets and Decrease Liabilities

Increasing assets and decreasing liabilities is a key strategy for improving financial health and
working towards financial independence. Here are some practical tips and strategies based on
Robert Kiyosaki’'s advice:

Increasing Assets

Invest in Income-Generating Assets: This could include rental properties, stocks, bonds, or
mutual funds. The goal is to have your money work for you.

Start a Side Business: If you have a skill or hobby, consider turning it into a side business. This
can generate additional income and become an asset.

Invest in Yourself: This could mean furthering your education or learning new skills. The more
valuable your skills, the more income you can potentially generate.

Decreasing Liabilities

Pay Down Debt: Focus on paying down high-interest debt first. Not only will this save you
money in the long run, but it will also decrease your liabilities.

Avoid Bad Debt: Bad debt is debt that takes money out of your pocket. This includes things like
credit card debt or car loans. Avoid these where possible.

Live Within Your Means: Avoid the temptation to inflate your lifestyle when your income
increases. Instead, put that extra money towards acquiring assets.

It is important to note that the path to financial independence is not always easy, but
understanding the difference between assets and liabilities and making informed financial
decisions can make the journey smoother.

Now, I'll leave you with a profound quote by Robert to think about.
The rich are those who play to win. The middle class plays not to lose.

Robert Kiyosaki
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