KEY POINTS OF STUDY FOR MIDTERM IN MSE608C
Chapter 1

1. Accounting data is historical and is used for future planning.

2. Know who are the users of accounting information

Chapter 2
1. The Fundamental Accounting Equation

2. What is Owners’ Equity and how is it created?

3. The three valuation methods (you will not need to calculated a time-adjusted cash flow – you can do this in 604).

4. What is the dominate valuation method and why?

Chapter 3
1. Know the structure of the Balance Sheet.

2. Know what are current and non-current assets and liabilities and how they are defined.

3. What two accounts make up Owners’ Equity and what is each composed of?

4. You should understand double-entry bookkeeping by now.

Chapter 4
1. Know the structure of the Income Statement.

2. Understand the concept of expenses and revenues and how they are connected to Retained Earnings.

3. Understand the importance of accrual accounting and how it is different from Cash Basis accounting.

Chapter 5
1. Understand the structure of the Cash Flow statement (three sections).

2. What is the purpose of the cash flow statement (what is provided not found on the Balance Sheet and Income Statement).

3. Be able to tell if a transaction is a Source or Use of cash.

4. How is the Cash Flow Statement connected to the Balance Sheet?

5. I will not ask you to create a whole Cash Flow Statement but I will ask you to calculate some of the values and ask if they are Sources or Uses of cash.
Chapter 6
1. Understand the Basic Assumptions of Accounting conceptually (you should be able to distinguish between them on a multiple choice question).

2. Know that the specific rules the form GAAP are created by several professional organizations, most commonly FASB.

3. Know the role of the auditor and who they work for.

4. Know the elements of the accounting cycle (on my slides)

Chapter 7
1. Understand the definition of Prepaids and Accruals.

2. Know the accounting mechanics for initiating and consuming/accruing prepaids and accruals.

3. Understand the connection between prepaids and accruals and the accrual accounting method.

4. Understand the concept of contingency obligations and accounts (warranty, pensions, vacation, etc.)

5. Know why you would chose between the Net method or Gross method for accounting for cash discounts.

6. Know how to calculate the interest if the discount is not taken.

7. Understand how to use Allowance for Doubtful Accounts (bad debt, etc).  We covered this many times in class but the accounting mechanics are difficult.  Remember that these are Contra Accounts?   Remember how they become expenses?

8. Understand how inventory is determined using either Perpetual or Periodic inventory accounting systems.  What determines which one is used?

9. I will not cover price level changes.

Chapter 8
1. Understand what costs go into capitalizing assets, useful life, salvage value and depreciation.

2. If there is a question using depreciation, it will be straight line.

3. Know how you find if there is a Gain or Loss on the sale of an asset (we did this on a homework problem(s)).

4. Know that Deferred Income taxes result from using two different Legal accounting methods and that the account will probably never be repaid.

Chapter 9
1. Know the 5 major categories of financial ratios.

2. Know what each category of ratios tells us about the company.

3. A suggestion is to earmark your book to pages 212 and 233 but you should understand the meaning and application of each ratio in the slides. 
4.  Know how you can gain meaning from the results.  A ratio for one year, on it’s own, will be meaningless.  How are they used for analysis?
Chapter 10
1. Know the two types of financing; debt and equity, and the features of each.

2. Know the various sources for debt and equity financing.

3. Know the pros and cons for each type of financing.

4. Know the differences between Common and Preferred stock.

5. Know the difference between stocks and bonds and the features of bonds.

6. Know the two types of leasing; capital and operating.

7. Know the terminology associated with new stock issues,(IPO).

8. Investment ratios were covered with Chapter 9 (know these).

9. Know how debt leveraging works and it’s impact on Net Income and Earnings per Share.

We will only cover Chapters 1 thru 10 for the exam.  I will not cover “Introduction to the Cost of Capital” in Chapter 10. 

I suggest reviewing the slides and notes as these are what I consider important.  Also, the homework is important and I may structure questions similar to the problems we covered.

I RECOMMEND YOU STUDY AS IF YOU CANNOT USE ANY NOTES OR THE BOOK.  THE MORE YOU RELY ON SEARCHING FOR ANSWERS THE LONGER IT WILL TAKE YOU TO COMPLETE THE EXAM.

