Accounting
Information
Systems

Theorg and Practice

Frederick H. Wu



THEORY AND PRACTICE

Frederick H. Wu

Wichita State University

NMcGRAW-HILL BOOK COMPANY

New York  St. Louis San-Francisco Aucklan/ Bogota
Hambyrg Johannesburg Lopdon Madrid "M....co Montreal New Delhi
Panama Paris S&o Faulg = Singapese Sydrey Tokye 7oronto



fhis book was set 1n Times Roman by Benj. H. Tyrrel.

The editors were Donald G. Mason and James B. Armstrong;
the production supervisor was Charles Hess.

The drawings were done by ANCO/Boston.

The cover was designed by Mark Wieboldt.

R. R. Donnelley & Sons Company was printer and binder.

ACCOUNTING INFORMATION SYSTEMS -
Theory and Practice

c6pyright © 1983 by McGraw-Hill, Inc. Al rights reserved. Printed in the United States of America.
Except as pemmitted under the United States Copyright Act of 1976, no part of this publication may
be reproduted or distributed in any form brW’Iﬁy muns. or stored in a data base or retrieval

symmmihoumepnorwmonpmnisﬂonmm
1234567890 pocboc 89876543

ISBN 0-07-072121-1

Library of Congress Cataloging in Publicatioh Data

Wu, Frederick H.
Accounting information systems.

Inciudes bibliographies and index.

1. Accounting—-Data processing. 2. Information
storage and retrieval systems—Accounting. 1. Title.
HF5679.We 1983 657'.028'54 82-23984
ISBN 0-07-072121-1



PREFACE

The rapid advancement of computer technology over the last 20 years has dramatically
affected’ the business environment. Today, business organizations and governments
rely beavily on computers to perform a variety of activities. Without computers,
business firms would not function as effectively and efficiently as they do, and some
businesses might not be able to survive. Indeed, the computer has ‘become an integral
part of modern business operations.

One area of business greatly affected by the computer is the operation of accounting
systems. The traditional long-drawn-out accounting cycle or process (in financial
accounting) can now be handled by the computer with speed and ease. The practice of
responsibility accounting and other managerial accounting techniques can be greatly
facilitated by tht use of computers. Thus, although the objective of accounting to
provide information remains intact, the sature of data processing in accounting has
changed significantly. Although the auditing objective to render an opinion on the
fairness of a client’s financial statements still holds, the nature of evaluating computer-
based accounting information systems (AISs) has also undergone considerable change.
Accounting students of today must prepare themselves to cope with a continually
changing business environment.

The objective of this text is to prepare students to deal with problems and issues
related to computer-based AISs. For accountants, the text deals with the basic issue of
how AISs perform the generally recognized financial and managerial accounting func-
tions. For auditors, the text examines the issue of systems control. For both, the book
presents some fundamental principles of computer sciences and systems development.

This book is intended for use in the AIS course for advanced undergraduate and
graduate accounting majors and is also designed to be used by those students interested
in the application of the computer to accounting. It is assumed that students using this
book will have completed introductory financial accounting and introductory manage-
rial accounting courses. An introductory course :n data processing that covers computer
programming would prove helpful. If students do not have a basic knowledge of data
processing, the instructor may need to cover computer programming as well. In view
of the fact that the contents and the teaching methods for the AISs course vary from
school to school, a unified presentation of the course materials is difficult or impos-
sible. Therefore, the author has prepared a topical sequence flowchart (Figure 1). It
serves only as a suggestion.

xiv
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There are seventeen chapters in all, grouped into six parts, with each part serving to a
great extent as the prerequisite to the succeeding section, except Parts 4 and 5; Part 5
can be studied before Part 4, depending on whether the student has been exposed to the
subject of EDP control evaluation. To reinforce the conceptual understanding, cases are
presented in almost every chapter after Part 1. )

Part 1 is the necessary conceptual foundation for subsequent study of the technical
aspects of AlSs, Concepts are abstract in nature and may be difficult to understand, but
it is necessary to understand them so that the theory and the practice that are founded
on them can be understood. Chapter 1 lays the groundwork for the text. It introduces
some basic concepts, describes the fanctional relationships between financial account-
ing and the organization and between managerial accounting and the organization, and
points out the impact of the computer on AISs. Chapter 2 introduces various or-
ganization theories and examines their implications for the development of AlSs.
Chapter 3 expounds fully the functions of AISs in the organization and briefly covers
the state of the art in AlSs.

Part 3 covers the state of the art in computer technology as it has been applied
to the data-processing cycle. Chapter 4 introduces the machine side of computer
technology—generally referred to as “computer hardware.” Chapter 5 presents such
topics as computer programming, computer languages, and flowcharts—generally re-
ferred to as “computer software.” Chapter 6 covers data-processing systems in use
today.

Part 3 shows how AISs are developed and put into operation. The classical approach
to designing and implementing AISs 15 presented in Chapter 7. An evolutionary
approach—generally called the “structured approach”—is presented in Chapter 8.

The first three parts pave the path leading to the study of various applications of
AlSs. Part 4 concentrates on those AlSs which produce score-keeping and feedback
information. Although the main objective of this part is to show how AISs produce
needed information for the purposes of score-keeping and feedback control, the subject
of how internal control is built into AISs is emphasized. Chapter 9 covers the general-
ledger system and the budgetary-control system. Chapter 10 analyzes AISs designed to
cope with working capital management. Chapter 11 analyzes how a firm manages total

" assets with the aid of AISs to maximize the rate of return on investment (total assets);

the chapter also includes a presentation of AISs designed to manage production plan-
ning, scheduling, and costing and fixed assets. _

Part 5 covers some basic concepts related to internal control and the techniques of
conducting internal control evaluation with electronic data processing (EDP). Those
who have not studied auditing may assume that this is the only opportunity to fully
expose themselves to the subject of internal control in EDP. The assumption is not

. unrealistic, because there is currently too much auditing material to be covered in one

semester. Furthermore, the study of EDP controls in this systems course serves as
preparation for a subsequent course in auditing. Those who have studied EDP controls

.in an auditing course should use this part for studying the subject in greater depth.

Chapter 12 centers on the subject of conducting an, EDP preliminary review, Chapter
\ .
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13 on compliance testing and the telated auditing techniques, and Chapter 14 on
computer frauds. _

Part 6 presents the role of AISs in planning and decision making. The materials
presented in this part are relatively novel but should be exciting and valuable because
they represent the highest level of the art and science of computer applications in the
business world today. Corporate:controllers and chief financial officers in many cor-
porations today are heavily involved in strategic planning. These persons are also the
ones who are in charge of coordinating the annual budget. Thus it is logical to examine
computer applications to the area of corporate planning and decision making. Chapters
15 and 16 cover the planning process and the planning models, and Chapter 17 deals
with decision support systems. These chapters also survey the implications of planning
models and decision support systems in AISs.

FEATURES OF THE TEXT

This text uses several features to facilitate students’ learning and instructors’ teaching.
These features are summarized below:

1 A logical integration of information systems with financial accounting and man-
agerial accounting.

2 A comprehensive coverage of materials on AISs. .

3 A liberal use of diagrams to facilitate the study of abstract concepts.

4 An extensive selection of discussion questions and cases for use in class par-
ticipation and individual learning.

5 The adaptation of problems from the CPA and the CMA examinations for almost
every chapter to prepare students for these professional examinations.

6 A bibliography at the end of each chapter and an abundance of references within
the chapter for instructors who wish to cover materials more extensively and rigorously;
additional references for each chapter are also provided in the Instructor’s Manual .

7 Definitions of key terms at the end of each chapter for students’ convenience when
reviewing key concepts.

8 A set of overhead transparency masters of the important diagrams in the text and
of diagrams prepared for the problems’ solutions. These are available in the comprehen-
sive Instructor's Manual which is available to adopters.
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