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Chapter 2 Review of the Accounting Process

QUESTIONS FOR REVIEW OF KEY TOPICS

Question 2-1

Extemal events involve an exchange tmnsaction between the company and a
scparale coonomic cntity. For every extemal transaction, the company is recciving
somethmg i exchange for somcthing clse.  Internal events do not involve an
exchange transaction bul do alfect the Ninancial posation of the company. Examples
of external events are the purchase of imvenlory, 4 sale 0 o customer, and the
borrowing of cash from a bank, Examples of intemal events include the ecording ol
deprecmtion expense, the capimbon of prepaid renl. and the acorual of salary
EAPCnse

Ouestion 2-2

Acconding 1o the accounting oquation, there is equality between the total
connomec resources ol an entily, s assels, and the claims o those nmesources,
habilities, and oquity, This implics thal, since resources must always oqual claims,
the net effect of any wansaction cannol allect one side of the acoounting cquation
differently than the ciher sude.

uestion 2-3

The purpose of a poarnal 15 o caplure, in chronological order, the dual ellect ol a
transaction. A gencral ledger s a collection ol somge arcas called accounls. These
sccounts keep track of the increases and decreases in cach clement of financial
LI ]

Cuestion 2-4

Permanenl accounls reproscnl the Tinancial [aliion ol a COMp Y —radls,
liabilities and owners' equily—al o particular point in ume.  Temporary acoounls
represent the changes in sharcholders” equity, the retained carmings component of
equity for a corporation, caused by revenue, cxpense, gan, and loss transactons. 1
would be cumbersome 10 recond revenucefexpense, gain/loss transactions directly into
the permanent retained earnings accountl. Reconding these Iransactions in e mporary
accounts (acilitmes the preparation of the linancial suatements,

Question 2-5
Assels are inereascd by debis and decressed by cradits.  Liahililies and equily
accounts are increased by cnedits and decreasad by debats,
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