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Preface

Accounting information systems, although a relatively new academic
discipline in the accounting curriculum, has received considerable at-
tention in recent years. One important reason is probably the passage
of the Foreign Corrupt Practices Act of 1977, whose accounting provi-
sions require companies to “devise and maintain a system of internal
accounting controls.” This book takes the viewpoint suggested by that
act; that is, it is the company’s—and, by extension, the management
accountant’s—responsibility to design an accounting information sys-
temn with emphasis on internal accounting controls. This viewpoint is
to be contrasted with that taken in the auditing course—the view of
an independent public accountant whose interest in internal account-
ing controls is limited to a review for the purpose of determining the
extent of reliance in the performance of various auditing procedures.

The book is divided into five parts. Part I discusses each of the
three words comprising this academic discipline—accounting, infor-
mation, and systems The process of accounting information systems—
how accounting data are captured, processed, stored, and dissemi-
nated—is discussed in Chapter 1. Information, as the communication
aspect of accounting information systems, is covered in Chapter 2,
which emphasizes such topics as top-down and bottom-up information
flows, the creation of an environment for the development of account-
ing information systems, and the concept of responsibility accounting.
Systems, as the organization aspect of accounting information systems,
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is treated in Chapter 3; the process of systems study and the use of
such system-documentation tools as flowcharts are introduced.

Part II covers accounting information systems in a manual context.
To emphasize that internal accounting controls are pervasive, Chapter
4 recasts many familiar manual accounting devices in terms of their
usefulness as control mechanisms. Chapters 5 through 8 discuss seven
principal subsystems of accounting information systems: sales and re-
ceivables, purchases and payables, cash receipts, cash disbursements,
payroll, inventory, and production. For each application, design consid-
erations are stated in terms of control objectives, control procedures,
information needs, document flow, and management reports. Chapter
9 integrates these subsystems into an accounting information system
and discusses additional control considerations at the systems level.

Part I provides a transition from manual systems to computer-
based systems. As a review, Chapter 10 surveys computer technology
in processing accounting information: components of computer sys-
tems, data representation and data hierarchy, computer software, and
current and prospective developments. Chapter 11 discusses the com-
puter planning process and the role of systems analysis in that process,
while Chapter 12 treats the computer implementation process and
the role of systems analysis therein.

Accounting information systems in a computer environment are
introduced in Part IV. As an overview, Chapter 13 discusses differences
in control practices between manual and computer-based accounting
information systems and focuses attention on controls unique to a com-
puter environment. The next four chapters discuss the computerization
of the same accounting applications presented in Part II. This parallel
treatment allows an in-depth discussion on processing controls and
data bases needed for each application and on reports prepared there-
from—thereby facilitating students’ understanding of the process of
designing accounting information systems in a computer environment.
Chapter 18 concludes the systems development life cycle with a discus-
sion on post-implementation review. It covers the entire process from
planning to implementation and from operations to documentation,
with emphasis again on internal accounting controls.

Part V explores new areas affecting accounting information systems
and control. Cost/benefit analysis of internal accounting controls, re-
quired in the accounting provisions of the Foreign Corrupt Practices
Act but not treated in other accounting information systems texts, is
attempted in Chapter 19, using examples from earlier chapters in Parts
ITand IV. Chapter 20 explores control implications of small computers,
database management systems, and distributed data processing and
summarizes the role of accountants in the emerging “control commu-
nity.”

In this book, I assume that students are familiar with basic concepts
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of financial and managerial accounting and that they have been ex-
posed to the fundamentals of data processing. Since the design of ac-
counting information systems must be approached from a mangement
perspective, and since students of general management or of manage-
ment information systems have as much at stake in the design and
maintenance of accounting information systems as students of account-
ing, I have written this book in such a way as to make it equally mean-
ingful to students of management or of information systems.

End-of-chapter materials, which are closely coordinated with topies
presented in the text, are divided into three groups. Questions, the
first group, are intended for class discussion or individual review to
sharpen understanding of concepts, allow contrast of related terms,
or provide clarification with specific examples; they are arranged in
the general sequence as related materials are introduced in the text.
Exercises, the second group, generally require responses in writing;
each is introduced by a few key words following the exercise number.
Particularly difficult or controversial exercises are indicated by asterisks
preceding the exercise number and are elaborated upon in the solu-
tions manual. Cases, the third group of end-of-chapter materials, are
intended to allow students to test their understanding in some less-
well structured situations or to appreciate the role of accounting infor-
mation systems in complex real-world environments.

The increased attention to accounting information systems has been
reflected in many questions in qualifying examinations of various pro-
fessional organizations. As appropriate, the end-of-chapter materials
have benefited from including questions that have appeared in the
CPA examination (administered by the American Institute of Certified
Public Accountants), the CMA examination (administered by the Insti-
tute of Management Accounting), and the CIA examination (adminis-
tered by the Institute of Internal Auditors). Their consent in granting
permission is gratefully acknowledged.

I also wish to acknowledge the careful review and editing done
by Professor Robert N. Anthony. I am also grateful to the following
professors for reviewing the manuscript and supplying valuable com-
ments: J. L. Bookholdt, University of Houston; James G. Fox, East Caro-
lina University; James V. Hansen, Indiana University; Frederick L.
Neumann, University of Illinois; Robert L. Paretta, University of Dela-
ware; and Ira R. Weiss, University of Houston.

This book is affectionately dedicated to my son, Philip, as he enters
the job market in the Information Age, and begins his career in the
corporate systems division of a major financial institution.

David H. Li
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Accounting information systems:
An overview
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Collecting and processing
accounting information

The study of accounting information systems concerns events affect-
ing an organization that are (1) collected and transmitted through that
organization’s system of human and computer resources, (2) processed
in terms of accounting methodology and requirements, and (3) re-
ported as information for use by members of that organization. Various
key words in the above sentence are discussed in this chapter to serve
as an overview of this book.

ORGANIZATIONS AND EVENTS

Organizations

Every organization has an accounting information system—whether
it is intended for profit or not for profit, or structured as a proprietor-
ship, partnership, corporation, foundation, or even a household. While
the degree of complexity of each organization’s accounting information
system differs, each system is similar in structure (a system of human
and computer resources), process (the use of accounting methodology),
and purpose (the provision of information).

To facilitate the development of our subject, the type of organization
we use as an example in Parts II and IV of this book is a profit-seeking,
publicly owned corporation engaged in the manufacturing and mer-
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4 / Chapter 1

chandising of goods. This type of organization is used because the
structure, process, and purpose of the accounting information system
in such an organization are likely to be the most complex. Examples
from other types of organizations, of course, will be drawn upon when
appropriate.

Events affecting an organization

The events that affect an organization comprise its environment.
For a profit-seeking manufacturing company, the environment in
which it operates is made up of economic, social, political, regulatory,
and other miscellaneous events. The events to be collected (and subse-
quently transmitted, processed, and reported) in an organization’s ac-
counting information system, as we shall see later in this chapter, de-
pend upc.. (1) the scope of its accounting information system and (2)
the nature of events.

COLLECTION AND TRANSMISSION OF EVENTS THROUGH A
SYSTEM OF HUMAN AND COMPUTER RESOURCES

System of human and computer resources

Events, assuming that they are to be collected, are collected (and
subsequently transmitted, processed, and reported) through a system
of human and computer resources. When the use of human resources
is dominant, the system is generally known as a manual system. When
the use of computer and other capital resources is dominant, the system
is generally known as a computer-based system.

This book first discusses the collection, transmission, processing, and
reporting of events in the context of a manual system. This is necessary
to allow us to examine and understand the elements in a manual system
adequately, particularly in terms of their control requirements. Having
gained this understanding, the reader is prepared for the discussion
that follows on the collection, transmission, processing, and reporting
of events in a computer environment.

Why do we study manual systems when the trend is clearly moving
toward computer-based systems? In a manner of speaking, this is com-
parable to studying architectural masterpieces in an era of, say, all-
glass contemporary buildings. Controls (or, in the case of architecture,
aesthetics) must be incorporated whether a structure is classic or ultra-
modern; work flow (or, in the case of architecture, people flow) must
be considered whether a design is intended for human or mechanical
locomotion.



