
 

   ABA Preparatory Course 2 

   Study Guide 
 

    Listed below are the topics and concepts that you should 
understand for each chapter. 

 

Week 7 

 

Chapter 1. 
Property Law 
Ch. 1, Property Law 
Ch. 1 
1. Describe the nature and classification of personal and real property 
2. Describe different ways in which ownership rights in property can be held 
3. Understand the various types of rights and interests in real property 
4. Understand the basic legal requirements to the acquisition and sale of real property 
5. Describe recording requirements for real property deeds 
6. Understand government controls over land use 
 

Chapter 2. 
Contracts 

Ch. 2, Contracts 
Ch. 2 
1. Identify types of contracts 
2. Describe how a contract is created  
3. Understand the legal requirements of an offer 
4. Understand the legal requirements of an acceptance 
5. Understand the legal requirements of consideration 
6. Understand the legal requirements of capacity 
7. Describe the Statute of Frauds 
8. Understand the rights and liabilities of the parties when there is an assignment 

or novation 
9. Understand quasi-contracts and equitable remedies 



Chapter 3. 
Uniform Commercial Code (UCC) 
Ch. 3, Uniform Commercial Code 
1. Describe how contracts governed by Article 2 differ from those governed under the 

common law of contracts 
2. Understand the various ways of entering into sales contracts 
3. Describe the UCC Statute of Frauds 
4. Understand transfer of title and risk of loss 
5. Understand bulk sales transfers 
6. Understand the nature of a negotiable instrument 
7. Identify the different kinds of commercial paper and the formal requirements 

of negotiability 
8. Define a “holder in due course” 
 

Chapter 4. 
Agency 
Ch. 4, Agency 
Ch. 4 
1. Describe the agency relationship 
2. Understand the duties of an agent to the principal  
3. Understand the duties of the principal to the agent 
4. Differentiate between actual, implied, and apparent authority 
5. Understand the liabilities of the parties to each other and to third parties in an 

agency relationship 
6. Understand the doctrine of respondent superior 
 
 

Chapter 5. 
Partnershipsships 
Ch. 5 
1. Know how partnerships are formed 
2. Understand the nature of a partnership 
3. Identify what partnership property is 
4. Understand the basis on which partners are compensated 
5. Identify the duties of partners to each other and to third parties 
6. Understand partnership and partner liabilities 
7. Understand how partnerships terminate 
8. Define a limited partnership 
 
 

 Week 8 

Chapter 6. 
Corporations 

1. Define the corporate entity 
2. Understand how a corporation is formed 
3. Be familiar with how corporations are regulated 



4. Understand how corporations terminate 
5. Identify circumstances under which shareholders may be liable for corporate debt 
6. Identify the duties of directors and officers 
7. Understand corporate liability and the concept of director and officer indemnity 
8. Define the ways in which corporations can be financed (funded) 
9. Understand the rights of shareholders 
 
 

Chapter 7. 
Trusts 

1. Define the terminology used in trusts 
2. Understand how express trusts are created 
3. Understand how implied trusts are created 
4. Know the nature and extent of the beneficiary’s interest in trusts 
5. Understand how trusts are modified and terminated 
6. Know the duties of the trustee 
 

Chapter 8. 
Limited Liability Companies and Partnerships 

1. Understand why limited liability companies and partnerships are attractive to 
business people 

2. Describe what a limited liability company is and how it operates 
3. Explain how limited liability partnerships limit the tort liability of partners 
4. Explain what a family limited liability partnership is and when it is an appropriate 

business organizational choice 
 

Chapter 9. 
Cost-Volume-Profit Relationships 

1. Explain how changes in activity affect contribution margin and net income 
2. Compute the contribution margin ratio and use it to compute changes in contribution 

margin and net income 
3. Show the effects on contribution margin of changes in variable costs, fixed costs, 

selling price, and volume 
4. Compute the break-even point by both the equation method and the contribution 

margin method 
5. Use the cost-volume-profit formulas to determine the activity level needed to achieve 

a desired target profit 
6. Compute the margin of safety and explain its significance 
7. Compute the degree of operating leverage at a particular level of sales and explain 

how the degree of operating leverage can be used to predict changes in net income 
8. Compute the break-even point for a multiple product company and explain the effects 

of shifts in the sales mix on contribution margin and the break-even point 
 



Chapter 10. 
Department Analysis 

1. Differentiate between cost centers, profit centers, and investment centers, and explain 
how performance is measured in each 

2. Prepare a segmented income statement using the contribution format, and explain the 
difference between traceable fixed costs and common fixed costs 

3. Identify three business practices that hinder proper cost assignment 
4. Compute the return on investment (ROI) 
5. Show how changes in sales, expenses, and assets affect an organization’s return on 

investment (ROI) 
6. Compute residual income and understand the strengths and weaknesses of this method of 

measuring performance 
 

Chapter 11. 
Time Value of Money 

1. Identify accounting situations where the time value of money is relevant 
2. Distinguish between simple and compound interest 
3. Identify and use the appropriate compound interest table or formula 
4. Identify variables fundamental to solving interest problems 
5. Solve future and present value problems 
6. Solve future value of annuity problems 
7. Solve present value of annuity problems 
 

Chapter 12. 
Capital Budgeting 

1. Determine the acceptability of an investment project using the net present value method 
2. Determine the acceptability of an investment project using the internal rate of return method 
3. Explain how the cost of capital is used as a screening tool 
4. Prepare a net present value analysis of two competing investment projects using either 

the incremental-cost approach or the total-cost approach 
5. Make a capital budgeting analysis involving automated equipment 
 

Week 9 

Chapter 13. 
Capital Investment Analysis 

1. Compute the after-tax cost of a tax-deductible cash expense and the after-tax benefit from 
a taxable cash receipt 

2. Explain how depreciation deductions are computed under the Modified Accelerated Cost 
Recovery System (MACRS) 

3. Compute the tax savings arising from the depreciation tax shield using both the MACRS 
tables and the optional straight-line method 

4. Compute the after-tax present value of an investment proposal 
 



 
Chapter 14. 
Budgeting 

1. Understand why organizations budget, and the processes they use to create budgets 
2. Prepare a sales budget 
3. Prepare a production budget 
4. Prepare a direct materials budget 
5. Prepare a direct labor budget 
6. Prepare a manufacturing budget 
7. Prepare an ending finished goods inventory budget 
8. Prepare a selling and administrative expense budget 
 

Chapter 15. 
Managerial Decisions 

1. Distinguish between relevant and irrelevant costs in decisions 
2. Prepare an analysis showing whether to keep or replace old equipment 
3. Prepare an analysis showing whether a product line or other organizational segment 

should be dropped or retained 
4. Prepare a well-organized make-or-buy analysis 
5. Prepare an analysis showing whether a special order should be accepted 
6. Determine the most profitable use of a constrained resource 
7. Prepare an analysis showing whether joint products should be sold at the split-off point 

or processed further 
 

Chapter 16. 
The Cash Budget 

1. Prepare a cash budget 
2. Prepare a budgeted income statement and a budgeted balance sheet 
3. Determine the economic order quantity (EOQ) and the reorder point 
 

Chapter 17. 
Internal Control Systems 

1. Discuss the nature of internal control and its importance to both management and 
the accounting professional 

2. Describe the three key concepts in the study of internal control 
3. Identify the five components of internal control, and discuss their characteristics 
4. Describe the requirements of understanding internal control 
5. Know how to obtain an understanding of internal control 
 
 



 
Week 10 

Chapter 18. 
Evaluating Investment/Business Opportunities 

1. Rank investment projects in order of preference using the internal rate of return method 
and the net present value method with the profitability index 

2. Determine the payback period for an investment 
3. Compute the simple rate of return for an investment 
 

Chapter 19. 
Employee Benefits 

1. Describe the characteristics of a sound benefits program 
2. Recognize management concerns about the costs of employee benefits, and discuss ways 

to control those costs 
3. Explain the employee benefits required by law 
4. Discuss suggested ways to control the costs of health care programs 
5. Describe those benefits that involve payment for time not worked 
6. Discuss the recent trends in retirement policies and programs 
7. Describe the major factors involved in the management of pension plans 
8. List the types of service benefits that employers may provide 
 
 

Chapter 20. 
Filing Considerations and Determination of Tax 

1. Name the five basic taxable or reporting entities 
2. Determine the filing status of individuals 
3. Determine the amount and the correct number of personal and dependency exemptions 
4. Determine the amount allowable for the standard deduction 
5. Determine the amount of child credit 
6. Use the tax formula to compute an individual’s taxable income 

Reference Material:* IRS Publication 17 – Your Federal Income Tax (2012) 

 

Chapter 21. 
Accounting Methods and Periods 

1. Explain the difference between the economic, accounting, and tax concepts of income 
2. Determine when a particular item of income is taxable under both the cash and accrual 

methods of reporting 
3. Compare accounting method and accounting period choices among the various entities 
4. Identify factors to be considered in changing the tax year or the accounting method 

Reference Material:* IRS Publication 17 – Your Federal Income Tax (2012) 
 IRS Publication 538 – Accounting Periods and Methods (Rev. December 2012) 



 

Week 11 

Chapter 22. 
Gross Income Inclusions 

1. Define income and recognize items included in income 
2. Explain the principles used to determine who is taxed on a particular item of income 
3. Apply the rules of IRC Section 61(a) to determine whether items such as compensation, 

dividends, alimony, and pensions are taxable 

Reference Material:* IRS Publication 17 – Your Federal Income Tax (2012) 

 

Chapter 23. 
Income Exclusions 

1. Discuss the requirements for the exclusion of an item of income 
2. Explain the rationale for excluding items from gross income 
3. Identify the allowable exclusions for donative items of income: gifts, inheritances, life 

insurance proceeds, and scholarships 
4. Describe the effect of employment-related exclusions on the after-tax compensation 

of employees 
5. Discuss the non-taxable fringe benefits that a business may provide to its employees 
6. Identify payments that represent returns of human capital and are excluded from income 

as capital recoveries: worker’s compensation, damage payments for personal injuries, 
and medical expense reimbursement payments 

7. Discuss the exclusions from income allowed for investment-related items: municipal bond 
interest, stock dividends, discharges of indebtedness, and improvements by a lessee 

Reference Material:* IRS Publication 17 – Your Federal Income Tax (2012) 

 

Chapter 24. 
Deductions For Adjusted Gross Income 

1. Distinguish between deductions for and from Adjusted Gross Income (AGI) 
2. Determine whether an item is allowed as a deduction for AGI 
3. Recognize items that present particular problems for the individual taxpayer 

Reference Material:* IRS Publication 17 – Your Federal Income Tax (2012) 
 IRS Publication 521 – Moving Expenses 
 IRS Publication 535 – Business Expenses 
 IRS Publication 970 – Tax Benefits for Education 

 



 
Chapter 25. 
Income Tax Credits 

1. Discuss the use of tax credits for individuals and explain the provisions of the individual 
tax credit 

2. Explain the tax credits available to businesses and the income tax rules applicable to 
several of the most commonly encountered business tax credits 

Reference Material:* IRS Publication 17 – Your Federal Income Tax (2012) 
 IRS Publication 334 – Tax Guide for Small Business (2012) 

 

Chapter 26. 
Itemized Deductions 

1. Determine when to use the standard deduction and when to itemize deductions 
2. Discuss the deductions from AGI for specifically allowed personal expenditures 
3. Explain the requirements for deduction and the applicable limitations 

Reference Material:* IRS Publication 17 – Your Federal Income Tax (2012) 

 

Week 12 

Chapter 27. 
Sole Proprietorships, Rental Income, Self-Employed, 
and Independent Contractors 

1. Calculate the taxable income from operations of a proprietorship 
2. Discuss the effects of operating items on the basis of the owner of a proprietorship 
3. Discuss rental activities 
4. Understand the difference between an employee and an independent contractor 
5. Understand payroll compliance for employees 
6. Understand records retention for employee benefits 
7. Understand a Keogh plan 
8. Understand other self-employment issues 
9. Understand the safe harbor rule under Section 530 of the Revenue Act of 1978 

Reference Material:* IRS Publication 334 – Tax Guide for Small Business (2012) 
 IRS Publication 527 – Residential Rental Property (2012) 
 IRS Publication 15 – Employer’s Tax Guide (2012) 
 IRS Publication 15-B – Employer’s Tax Guide to Fringe Benefits (2012)  

 

Chapter 28. 
Taxation of Partnerships 

1. Determine the tax implications of a partnership formation 



2. Apply the operating rules for partnerships 
3. Understand the tax implications to the partnership and its partners of distributions 

to the partners 
4. Discuss LLCs and Limited Liability Partnerships (LLPs) 

Reference Material:* IRS Publication 541 – Partnerships (Rev. April 2010) 
 IRS Publication 538 – Accounting Periods and Methods (Rev. March 2012) 

 

Chapter 29. 
Tax Deferral and Investments 

1. Know that a taxpayer may convert a traditional IRA to a Roth IRA 
2. Know when it may be advisable to do a conversion to a Roth IRA 
3. Understand the opportunities that using like-kind exchanges provide 
4. Understand the situations to which like-kind exchanges apply 

Reference Material:* IRS Publication 590 (2012) – Individual Retirement Arrangements (IRAs) 

 

Chapter 30. 
S Corporations 

1. Understand the requirements for S corporation status 
2. Apply the operating rules for S corporations 
3. Determine the tax treatment of an S corporation’s shareholders 

Reference Material:* IRS Instructions for Form 2553 (Rev. December 2007) 
 IRS Instructions for Form 1120-S (2012) 
 IRS Publication 542 – Corporations (Rev. March 2012) 

Chapter 31. 
Corporate Taxation 

1. Define a corporation 
2. Calculate the corporate income tax liability and explain specific tax rules 
3. Apply the non-recognition of gain or loss rules for corporate formations 
4. Understand the significance of earnings and profits 
5. Determine the consequences of non-monetary distributions and stock redemptions 
6. Understand the consequences of a corporate liquidation to the shareholders and the 
liquidating corporation 

Reference Material:* IRS Publication 542 – Corporations (Rev. March 2012) 
 Instructions for Form 1120, U.S. Corporation Income Tax Return 

 
 
 
 
 
 
 
 
 
 
 



 
 

Week 13 

Chapter 32. 
Income Taxation of Estates and Trusts 

1. Understand generally what an estate is and what a trust is for tax purposes 
2. Identify the items to include in the gross income of an estate or trust 
3. Identify the items to deduct when calculating the entity’s taxable income 
4. Understand the importance of distributable net income (DNI) for estates and trusts 
5. Identify the issues to be addressed when filing a Form 1041 for an estate or trust 

Reference Material:* IRS Instructions to Form 1041 (2012) 
 IRS Publication 559 – Survivors, Executors, and Administrators (2012) 

 

Chapter 33. 
Estate Tax, Gift Tax, and 
Generation-Skipping Transfer Tax (GSTT) 

1. Understand the recent and upcoming changes in these tax areas 
2. Identify the items includable in an estate 
3. Identify the items deductible by the estate when calculating the estate tax 
4. Generally understand how and when to file a Form 706 for an estate 
5. Understand how gift taxes are calculated 
6. Understand when gifts require the donor to file a Form 709 
7. Identify the items excluded from gift tax 
8. Understand the mechanics of the GSTT 
9. Identify which transfers are, and are not, subject to the GSTT 
10. Understand who is responsible for filing Form 706 and paying the GSTT 
 

Reference Material:* IRS Instructions to Form 706 (2012) 
 IRS Instructions to Form 709 (2012) 
 IRS Publication 559 – Survivors, Executors, and Administrators (2012) 

 

Chapter 34. 
Tax-Exempt Organizations 

1. Identify the tax-exempt organizations that must file an annual return, Form 990 
2. Identify the tax-exempt organizations that must file only Form 990-N 
3. Identify the tax-exempt organizations that do not file an annual return 
4. Understand when the return is due and the consequences of not filing 
5. Understand the concept of unrelated business income and its tax implications 

Reference Material:* IRS Instructions to Form 990 (2012) 

 



Chapter 35. 
Ethics and Professional Conduct 

1. Understand the standards of ethical and professional conduct that apply to accounting 
and tax professionals 

2. Understand who can represent clients before the IRS 
3. Recognize the difference between regulatory ethics and behavioral ethics 
4. Apply your knowledge of the NASBA Model Code of Conduct, Treasury Department  

Circular 230, and the ACAT Code of Ethics to issues that may arise when performing 
accounting and tax services  

Reference Material:* Treasury Department Circular 230 (Rev. August 2011) 
 NASBA Model Code of Conduct 
 ACAT Code of Ethics 
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