Accounting 131 – Summer 2005
Concepts and Competencies for Exam 1

Chapter 1

Important concepts and terminology

	Sole proprietorship
	Liability
	Economic entity assumption

	Partnership
	Revenue
	Time period assumption

	Corporation
	Expense
	Going concern assumption

	Operating activities
	Common stock
	Cost principle

	Investing activities
	Retained earnings
	Full disclosure principle

	Financing activities
	Dividends
	

	Asset
	Monetary unit assumption
	


Competencies

· Identify the advantages and disadvantages of the corporate form of business organization

· Identify a described business activity as operating, investing or financing

· Identify the basic accounting equation

· Prepare a basic income statement, retained earnings statement and balance sheet

· Identify the relationships between the three statements listed above

· Describe the basic format of a statement of cash flows and its purpose

· Identify accounts as assets, liabilities, equity, revenue, expense or dividends

Chapter 2

Important concepts and terminology

	Generally accepted accounting principles
	Consistency
	Intangible assets

	Financial Accounting Standards Board
	Materiality
	Current liabilities

	Securities and Exchange Commission
	Conservatism
	Ratio analysis

	Relevance
	Current assets
	Profitability ratios

	Reliability
	Liquidity
	Liquidity ratios

	Comparability
	Operating cycle
	Solvency ratios


Competencies

· Identify the primary objective of financial reporting

· Identify the elements of relevance and reliability

· Identify the sections of a classified balance sheet

· Prepare a classified balance sheet, placing accounts in the appropriate sections

· Calculate profitability ratios: Earnings per share and Price-earnings ratio
· Calculate liquidity ratios: Working capital, Current ratio and Current cash debt coverage ratio

· Calculate solvency ratios: Debt to total assets and Cash debt coverage ratio

Chapter 3

Important concepts and terminology

	Transaction analysis
	Debit
	General ledger

	Account (T-account)
	Credit
	Posting

	Double-entry system
	Journal
	Trial balance


Competencies

· Identify normal balances of accounts as debits or credits

· Identify the accounts affected by a described business transaction

· Identify the effects of a transaction on the accounts as debits or credits

· Record a described transaction in journal entry format

· Post journal entries to ledger accounts

· Prepare a trial balance from the general ledger

Chapter 4

Important concepts and terminology

	Revenue recognition principle
	Accruals
	Contra asset account

	Matching principle
	Prepaid expense
	Adjusted trial balance

	Accrual basis accounting
	Unearned revenue
	Closing entries

	Cash basis accounting
	Accrued revenue
	Temporary accounts

	Adjusting entries
	Accrued expense
	Permanent accounts

	Prepayments
	Depreciation
	Post-closing trial balance


Competencies

· Identify the purpose of adjusting entries

· Record adjusting entries for prepaid expenses

· Record adjusting entries for unearned revenues

· Record adjusting entries for depreciation of long-lived assets

· Record adjusting entries for accrued expenses

· Record adjusting entries for accrued revenues

· Identify the purpose of closing entries

· Record closing entries

· Describe the steps in the accounting cycle

