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Definition & Meaning:
Accounting may be defined as the collection, compilation and systematic recording of business transactions in terms of money, the preparation of financial reports, the analysis and interpretation of these reports and use of these reports for the information and guidance of management. Accounting is the process of systematically recording, measuring, and communicating information about financial transactions.
How It Works
At the heart of accounting is the double-entry bookkeeping method. This involves making at least two recording entries for every transaction: a debit in one account and a credit in another account. The method helps prevent errors because the sum of the debits should equal the sum of the credits. The three major financial statements produced by accounting are the income statement, the balance sheet, and the cash flow statement. 
There are two kinds of users of accounting information: internal users and external users. Internal users are usually company managers who use accounting information to decide how to plan and control operations on a daily and long-term basis. External users are existing or potential investors, creditors, analysts, financial advisers, regulatory authorities, unions, and the general public. They use accounting information to make a myriad of decisions about whether to buy, hold, sell, lend, continue a relationship, or make an agreement.
Practice and body of knowledge concerned primarily with

methods for recording transactions,
keeping financial records,
performing internal audits,
reporting and analyzing financial information to the management, and
advising on taxation matters.

It is a systematic process of identifying, recording, measuring, classifying, verifying, summarizing, interpreting and communicating financial information. It reveals profit or loss for a given period, and the value and nature of a firm's assets, liabilities and owners' equity.
Learning outcomes
After studying this course, you should be able to:
· define bookkeeping and accounting
· explain the general purposes and functions of accounting
· explain the differences between management and financial accounting
· describe the main elements of financial accounting information – assets, liabilities, revenue and expenses
· identify the main financial statements and their purposes.




Objectives of Accounting:
· i) It provides a permanent record of all business activities.
· ii) It makes possible to determine profit & and loss of the business. A profit & and loss account can be prepared to know the net result of the business during a period.
· iii) It makes possible to ascertain the overall financial position of the business. The financial position of the business can be really ascertained by preparing a Balance Sheet at periodical intervals.
· iv) It makes possible to determine the total debtors and creditors of the business.
· v) It helps to control expenditures on different heads.
· vi) It helps to make comparative study of the assets and liabilities.
· vii) It helps eliminate misunderstanding.
· viii) It is useful to determine exact sale price of the business enterprise.
· ix) It assists managements of the business. 




Accounting and Engineering
All projects for a business require relationships between the various departments. Very small companies will not necessary have various departments but those various tasks still need to be performed. In a small company an engineer could “wear” different hats during a project.
Accounting is directly related to engineering projects because any significant project requires a budget. Often in larger companies the manager of engineering will interface with accounting for budget requests. However, it’s not unusual for an engineering to be asked to explain why a certain cost item is needed for a project.
Being an engineer doesn’t require knowing details about such things as capital vs. operating expenses but knowing these types of accounting concepts makes you a better team player. 
To be able to good at accounting and engineering, you need to be a person who is detail-oriented, loves numbers and can be creative enough think beyond the general conception of theories. Ask any businessman, who they depend upon most? Yes, you are right – accountants! Why? Because they know the things about tax, auditing, clauses, company laws and moreover experts in how business works. So, the experts in business always recommend that you should at least know basics of accounting, if you want to go in business. But if you want to take a career in accounting, it doesn’t need to be as boring as it is being projected. You can do relevant course, earn a professional qualification and then the companies will run after you. If you are confident enough, you can also do your own accounting practice. In that case, your business will thrive in tax seasons and in other times, you need to do some marketing to keep your business all-time high.
Accounting and engineering require different sort of degrees and additional qualifications. Engineering is a technical degree. You need to choose which engineering courses you are interested in and then enroll yourself for the same. If you are interested in academics, you can do M.Tech and ultimately PhD as well. But if you are more interested in going for a job, the opportunities are endless. It’s said that Computer Engineers earn the maximum in United States after graduating from their courses. So, if you are inclined toward computers, you can go for it. Otherwise, Chemical engineering, Electronics engineering pay well too. In the case of engineering, there are mainly six functions which are of prime importance. Let’s look at them one by one –
· Research: This is one of the primary things you need to do for you to invent something new. Using different experimentation techniques, applying inductive reasoning and employing mathematical concepts into your research would yield you greater benefits.
· Development: Once the engineer researches and gathers information that can be useful, it’s time to apply those ideas in development of a product or a new idea that can help the company.
· Design: In designing a product or any structure like building or bridge, the engineer designs each and every part of the structure or the product. It is first done on paper and then a prototype is being built.
· Construction: An engineer constructs the building or the structure by following the design crafted by him or by his colleague.
· Operation: Engineers who handle machines, equipment, take care of the overall operation of these machines. He takes care of the procedures and supervises the personnel to see whether every part of the machine or equipment is working properly.
         *      Management functions: Along with taking care of the above functions, an engineer needs to take care of planning, organizing, controlling and leading. But they are not given to perform any management functions before they get some experience.
Engineering involves cost of operations and cost of constructions and also engineering project carried out many business transactions that need to be accounting currently. Without accounting knowledge you cannot provide correct estimates for a tender. Engineers are also required to assess the value of machineries, equipment’s and inventories. Engineering is therefore related to general accounting and particularly cost accounting.



Accounting Cycle: 
The sequence of activities beginning with the occurrence of a transaction is known as accounting cycle. The accounting process is a series of activities that begins with a transaction and ends with the closing of the books. This periodic repetition of the accounting procedures is refereed to as accounting cycle. The order or sequence in which accounting procedures are performed is known as accounting cycle. The accounting cycle is a continuous process and its continuity maintain by passing an opening entry at beginning of the year in order to established unbroken link between the accounts of the previous year and the current year. There are five important procedures of accounting activities and they performed sequencely. In accounting cycle the following process are involved:

1. Journal entries /Recording of business transaction: The transaction is recorded in the journal as a debit and credit. It involves identify the transaction and analyze the transaction into debit & credit. The very first process of accounting is to record the business transaction chronologically as soon as they take place in either the journal proper or in other books of original entry. This process is called journalizing. i. identify the event as a transaction. ii. determine the transaction amounts and which accounts are affected.

2. Post to the Ledger/classification of transaction: This process involves classification and groping of similar financial data under similar accounts title. The journal entries are transferred to the appropriate T-accounts in the ledger to find out the effects of transaction. After the transactions have already been recorded in journal or in various books of original entry, the transactions are transferred and posted to the principal book, which is called the ledger in order to find out cumulative effect of business transactions.  The ledger contains all financial records in a classified permanent form.  

3. Trial Balance/Summarizing of transactions: A trial balance is prepared to verify that the sum of the debits is equal to the sum of the credits. Trial balance is summary of debit balances and credits balances of ledger accounts. After end of the financial period all the ledger accounts are balanced, and balance figure is taken in the trial balance to prove the arithmetical accuracy of the accounts in the ledger and to facilitate the preparation of final account.
4. Financial Statement: This step of accounting cycle proceeds for the preparation of financial statements to find out the net trading result and financial position of the business. Main financial statements are;
Income statement: prepare from the revenue, expenses, gains and losses.
Balance sheet: prepare from the assets, liabilities and equity accounts.
Cash flow statement: prepare from the cash transactions.
Financial statement is prepared using the corrected balances from the adjusted trial balance. 
5. Analysis and Interpretation: After preparation of financial statement interest group like inventors, creditors, bankers, government and other parties are interested to know the financial condition of the concern. The financial statement is analyzed and interpreted to find out the performance, progress and position of the business by calculating various accounting ratios.




Basic Accounting Principles and Guidelines
Since GAAP is founded on the basic accounting principles and guidelines, we can better understand GAAP if we understand those accounting principles. The following is a list of the ten main accounting principles and guidelines together with a highly condensed explanation of each.
1. Economic Entity Assumption/ Entity concept
The accountant keeps all of the business transactions of a sole proprietorship separate from the business owner's personal transactions. For legal purposes, a sole proprietorship and its owner are considered to be one entity, but for accounting purposes they are considered to be two separate entities.
2. Monetary Unit Assumption/ Money Measurement Concept
Economic activity is measured in terms of money, and only transactions that can be expressed in money are recorded. As a result accountants ignore the effect of inflation on recorded amounts. For example, dollars from a 1960 transaction are combined (or shown) with dollars from a 2018 transaction.
Mr. Zakir Started Business by way of Cash Tk. 500000 and Goods 5 tons
3. Time Period Assumption/ Periodical concept
The time period assumption (also known as periodicity assumption and accounting time period concept) states that the life of a business can be divided into equal time periods. These time periods are known as accounting periods for which companies prepare their financial statements to be used by various internal and external parties. An accounting period, also called a reporting period, is the amount of time covered by the financial statements. In other words an accounting period is an established range of time during which accounting functions are performed, aggregated, and analyzed including a calendar year or fiscal year. 

4. Double / Dual Aspect Concept: According to this concept every transaction is recorded in its double aspect. This concept recognizes two aspect of accounting – one representing the assets and other representing the claims against the assets. These two aspects are always equal to each other. The accounting equation: Assets= Owner’s Equity/Capital + Liabilities, follow from this concept. The central idea of this concept, transaction should be recorded in its double aspect. 
 5. Cost Principle
From an accountant's point of view, the term "cost" refers to the amount spent (cash or the cash equivalent) when an item was originally obtained, whether that purchase happened last year or thirty years ago. For this reason, the amounts shown on financial statements are referred to as historical cost amounts.
6. Full Disclosure Principle
If certain information is important to an investor or lender using the financial statements, that information should be disclosed within the statement or in the notes to the statement. It is because of this basic accounting principle that numerous pages of "footnotes" are often attached to financial statements.
7. Going Concern Principle
This accounting principle assumes that a company will continue to exist long enough to carry out its objectives and commitments and will not liquidate in the foreseeable future. If the company's financial situation is such that the accountant believes the company will not be able to continue on, the accountant is required to disclose this assessment.
8. Matching Principle
This accounting principle requires companies to use the accrual basis of accounting. The matching principle requires that expenses be matched with revenues. For example, sales commission’s expense should be reported in the period when the sales were made (and not reported in the period when the commissions were paid). Wages to employees are reported as an expense in the week when the employees worked and not in the week when the employees are paid.
9. Revenue Recognition Principle
Under the accrual basis of accounting (as opposed to the cash basis of accounting), revenues are recognized as soon as a product has been sold or a service has been performed, regardless of when the money is actually received. Under this basic accounting principle, a company could earn and report $20,000 of revenue in its first month of operation but receive $0 in actual cash in that month.
10. Materiality
Because of this basic accounting principle or guideline, an accountant might be allowed to violate another accounting principle if an amount is insignificant. Professional judgment is needed to decide whether an amount is insignificant or immaterial.
11. Conservatism: If a situation arises where there are two acceptable alternatives for reporting an item, conservatism directs the accountant to choose the alternative that will result in less net income and/or less asset amount. Conservatism helps the accountant to "break a tie." It does not direct accountants to be conservative. Accountants are expected to be unbiased and objective.

Advantages of Accounting: Accounting reports can be analyzed to provide management with financial information that can be used to run a business, plan ahead and to make changes when business is not going as expected. If sales of a certain item are flat and not as expected, accounting reports show this reality and management can make decisions about it--a clear advantage of accounting information.
1. Information about financial position.
2. Ascertainment of profit or loss during a period.
3. Accounting provides better control
4. Accounting helps in decision making.
5. Accounting records are evidence of acts.
6. Collection and payment of cash.
7. Accounting helps in obtaining loans for business.
8. It helps for investors and government & other.

Capital expenditure and revenue expenditure: 
The distinction between capital and revenue is one of the most important matters in accounting. Ordinarily the revenue refers to income, but revenue account as well as profit & loss account embraces both income and expenditure.  
Capital expenditure: Capital expenditure consists of expenditure, the benefit of which is not fully consumed in one accounting period but spread over several period. It is therefore of non-recurring nature. It includes expenses incurred for acquiring fixed assets and increasing the earning capacity-cost of replacing.
Revenue expenditure: Revenue expenditure consists of expenditure, the full benefit of which is also consumed in the same accounting period. It is therefore normally of recurring nature. Such are expenditure does not increase the earning capacity of the business nor does it bring into existence an asset. It includes expenses incurred- for acquiring assets for resale. 
Suppose purchased a computer for cash Tk 50000. This is capital expenditure because the benefit expenditure will be available for a number of years. But purchased goods for cash Tk 50000 is a revenue expenditure because the benefit this expenditure will be exhausted within the year.


Transaction:
Any occurrence or incidence is known as event. There are two types of events i) financial event ii) non-financial event. Financial event is known as transaction. Financial event are recorded in the books of account as transaction. All business transaction shall have to be recorded in terms of any monetary units.
The term ‘business transaction’ has been defined as any act that alters the financial position of a business, where such alteration can be measured in terms of money. Thus, if goods are purchased for cash Rs. 500 it constitutes a transaction because it alters the financial position of the concern i.e., total cash resource is reduced by Rs. 500 and goods of the same value are added to the list of assets. But if it is said that, 20 bags of sugar have been purchased, it cannot constitute a business transaction until the value of each bag or 20 bags of sugar is ascertained.
Business transaction means the dealing of a trader in regard to money or moneys worth. It must necessarily require two accounts or parties for its fulfillment and it involves receipt of a benefit and the surrender of a similar benefit. The events; cash received and cash payment, credit purchase and cash sales; and visible or invisible which alter the financial position is known as transactions.
Accounting to modern theory method every transaction involves only the three balance sheet elements, assets liabilities and proprietorship, causing increase and decrease in these elements.
Every event is not transaction but every transaction is an event:
Characteristics of transactions:
(i) Event must be measurable in terms of money:  Purchased a pen it is not transaction. An event in order to be a transaction must be amenable to calculation is terms of money value.
(ii) Financial change must be brought by the events. Bought machinery Tk. 100000. An event in order to be a transaction must bring financial change in the business.
(iii) There must have two accounts or parties in each transaction: There is no transaction without two account or parties. If one receives something’s some other person has given it.
An event in order to be transaction must affect a lest to account or parties simultaneously 
(iv) Transaction must be independent.
(v Invisible event: Transaction will be visible it is not necessary. Invisible events may be transaction depreciation. 
(vi) Hysterical event: An event in order to be transaction need not always be historical.

Accounting Equation
The fundamental accounting equation, also called the balance sheet equation, represents the relationship between the assets, liabilities, and owner's equity of a person or business. It is the foundation for the double-entry bookkeeping system. The accounting equation is a basic principle of accounting and a fundamental element of the balance sheet. The equation is as follows:
Assets = Liabilities + Shareholder’s Equity/ Owner’s Equity, A= L+ OE
Assets = Liabilities + Owner’s Equity+ Income - Expenses 
The accounting equation is considered to be the foundation of the double-entry accounting system. The accounting equation shows on a company's balance that a company's total assets are equal to the sum of the company's liabilities and shareholders' equity.
Assets: An asset is a resource with economic value that an individual, corporation, or country owns or controls with the expectation that it will provide a future benefit. Assets are anything valuable that your company owns, whether it’s equipment, land, buildings, or intellectual property. Assets mean anything that a company possesses.
"How much do I have?" If it has value, and you own it, it’s an asset.
Liabilities: A liability is something a person or company owes, usually a sum of money. Liabilities mean everything that the company owes to other people. "How much do I owe?"
If you’ve promised to pay someone in the future, and haven’t paid them yet, that’s a liability.
Shareholder’s /Owner’s Equity  : The ownership claim on total assets is known as owner’s equity. It is equal to total assets minus total liabilities. The assets of a business are supplied or claimed by either creditors or owners. To find out what belongs to owners. We subtract the creditors’ claim (the liabilities) from assets.
Revenue:
Revenue is the inflow of assets arising out of sale of commodities and services. The influence of revenue or income over accounting equation is started. Generally revenues result from the sale of merchandise, the performance of services, the rental of properly, and the lending of money.
Expense:
Amount spent earning is cabled expense. Expenses are the lost of assets consumed or services used in the process of earning revenue. They are decreases in owner’s equity that result from operation the business.

Example 2:
Mr. John started a T-shirts business to be known as “John T-shirts”. He performed following transactions during the first month of operations:
1. Mr. John invested a capital of $15,000 into his business.
2. Acquired a building for $5,000 cash for business use.
3. Bought furniture for $1,500 cash for business use.
4. Purchased T-shirts from a manufacturer for $3,000 cash.
5. Sold T- shirts for $1,000 cash, the cost of those T-shirts were $700.
6. Purchased T-shirts for $2,000 on credit.
7. Sold T-shirts for $800 on credit, the cost of those shirts were $550.
8. Paid $1,000 cash to his payables.
9. Collected $800 cash from his receivables.
10. The shirts costing $100 were stolen by someone.
11. Mr. John paid $150 cash for telephone bill.
12. Borrowed money amounting to $5,000 from City Bank for business purpose.
Required: Explain how each of the above transactions impacts the accounting equation of John T-shirts.
Solution
Transaction 1: The investment of capital by John is the first transaction of John T-shirts which creates very initial accounting equation of the business.  At this point, the cash is the only asset of business and owner has the sole claim to this asset. Therefore, the equation would look like the following:
[image: basic-accounting-equation-img1]
Equation element(s) impacted as a result of transaction 1: “Assets” & “Owner’s equity”.
Transaction 2: The second transaction is the purchase of building which brings two changes. First, it reduces cash by $5,000 and second, the building valuing $5,000 comes into the business. In other words cash amounting to $5,000 is converted into building. The impact of this transaction on accounting equation is shown below:
[image: basic-accounting-equation-img2]
Equation element(s) impacted as a result of transaction 2: “Assets”
Transaction 3: The impact of this transaction is similar to that of transaction number 2. Cash goes out of and furniture comes in to the business. On asset side, The reduction of $1,500 in cash is balanced by the addition of furniture with a value of $1,500.
[image: basic-accounting-equation-img3]
Equation element(s) impacted as a result of transaction 3: “Assets”
Transaction 4: The impact of this transaction is similar to transactions 2 and 3. One asset (i.e, cash) goes out and another asset (i.e, inventory) comes in. The cash would decrease by $3,000 and at the same time the inventory valuing $3,000 would be recorded on the asset side.
[image: basic-accounting-equation-img4]
Equation element(s) impacted as a result of transaction 4: “Assets”
Transaction 5: In this transaction, shirts costing $700 are sold for $1,000 cash. It increases cash by $1,000 and reduces inventory by $700. The difference of $300 is the profit of the business that would be added to the capital. The whole impact of this transaction on accounting equation is shown below:
[image: basic-accounting-equation-img5]
Equation element(s) impacted as a result of transaction 5: “Assets” & “Owner’s equity”
Transaction 6: In this transaction, T-shirts costing $2,000 are purchased on credit. It increases inventory on asset side and creates a liability of $2,000 known as accounts payable (abbreviated as A/C P.A) on the equity side of the equation. Since it is a credit transaction, it has no impact on cash.
[image: basic-accounting-equation-img6]
Equation element(s) impacted as a result of transaction 6: “Assets” & “liabilities”
Transaction 7: In this transaction, the business sells T-shirts costing $550 for $800 on credit. It reduces inventory by $550 and creates a new asset known as accounts receivable (abbreviated as A/C R.A) valuing $800. The difference of $250 is profit of the business and would be added to capital under the head owner’s equity.
[image: basic-accounting-equation-img7]
Equation element(s) impacted as a result of transaction 7: “Assets” & “Owner’s equity”
Transaction 8: In this transaction, business pays cash amounting to $1,000 for a previous credit purchase. It will reduce cash and accounts payable liability both with $1,000.
[image: basic-accounting-equation-img8]
Equation element(s) impacted as a result of transaction 8: “Assets” & “Liabilities”
Transaction 9: In this transaction, the business collects cash amounting to $800 for a previous credit sale. On asset side, it increases cash by $800 and reduces accounts receivable by the same amount.
[image: basic-accounting-equation-img9]
Equation element(s) impacted as a result of transaction 9: “Assets”
Transaction 10: The loss of shirts by theft reduces inventory on asset side and capital on equity side both by $100. All expenses and losses reduce owner’s equity or capital.
[image: basic-accounting-equation-img10]
Equation element(s) impacted as a result of transaction 10: “Assets” & “Owner’s equity”
Transaction 11: The payment of telephone and electricity bills are business expenses that reduce cash on asset side and capital on equity side both by $150.
[image: basic-accounting-equation-img11]
Equation element(s) impacted as a result of transaction 11: “Assets” & “Owner’s equity”
Transaction 12: The loan is a liability because the John T-shirts will have to repay it to the City Bank. This transaction increases cash by $5,000 on asset side and creates a “bank loan” liability of $5,000 on equity side.
[image: basic-accounting-equation-img12]


Account:
An account is an element in an accounting system that is used to classify and summarize measurement of business activities. The record of each individual classification is called an account. An account is simply a place where similar transactions and events which occur during a particular period are summarized and accumulated. 
The terms debit and credit give an accounting explanation of the mathematical changes in the individual accounts. There must always be equal increase and decreases so that equality of two sides of the accounting equation is maintained. Thus, where there is a debit there must be a corresponding credit of an amount equal to that of the debit. This is the fundamental principle of double entry system.
Classification of account: 
Classifications of transactions give us three kinds of accounts.
(i) Personal account – accounts relating to persons or firm. Rahim, kArim – Rupali Bank etc. Personal account refers to accounts which record person and firm accounts. This types of account are associated with persons or firm.
(ii) Real or property/Asset accounts: Accounts relating to property and possessions. Real account records property and possessions accounts. Furniture, Goodwill etc
[bookmark: _GoBack](iii) Nominal account – account relating to gains and income or expenses and losses of business. Salary, Rent 
Classify the Following account: RUET, investment, bills receivable, capital depreciation, creditor etc.
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