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PREFACE

Every aspect of accounting has been fundamentally changed by information technol-
ogy and the Internet, including financial reporting, managerial accounting, auditing,
and tax. Thus, the accounting profession is in a state of flux as the information age
forces accountants to redefine the work they do and recent business and auditing
faitures force the profession to rethink the state of assurance services. No matter
how it all settles, the subject of accounting information systems (AIS) will continue
to be an important part of the new vision of the accounting profession.

The purpose of this book is to help students understand basic AIS concepts. Ex-
actly what comprises these AIS concepts is subject to some interpretation, and is cer-
tainly changing over time, but most accounting professionals believe that it is the
knowledge that accountants will need for understanding and using information tech-
nologies and for knowing how an AIS gathers and transforms data into useful deci-
sion-making information.

In developing the content of this textbook, we have considered both the 1987
American Accounting Association Report of the AAA Committee on Contemporary
Approaches to Teaching Accounting Information Systems and the recommenda-
tions made by the International Federation of Accountants (JFAC) in Guideline No.
11. The AAA report identified nine content areas for AIS and prerequisite courses. In
this textbook, we have addressed all of these content areas. The table below identi-
fies the chapters that provide the major coverage of each topic.

ACCOUNTING INFORMATION SYSTEMS
COURSE CONTENT AREA COVERAGE

Content Area Chapter(s)
Database Concepts 7,8
Internal Control 9,10,11
Technology of Information Systems Al

Use of Systems Technology All

AIS Applications 4,5,6
Management Use of Information 1,4,5,6,13
Management of Information Systems 1,13
Systems Development Work 13,14, 15
Auditing 12

The IFAC Education Committee’s guideline, IEG-1 1: Information Technology for Pro-
fessional Accountants, describes the general IT knowledge requirements and com-
petencies needed relative to IT controls. The framework describes several different”
roles accountants may take with respect to IT and then describes IT competencies
and skills needed relative to each role. While our book discusses many of the topics
described in this report, it does not cover everything. For instance, we assume that
most students will already have a basic understanding of computer hardware and
software concepts. Nevertheless, this book does cover many of the knowledge areas
covered in the IFAC report, particularly those related to accounting information sys-
tems. For an in-depth description of the IFAC’s recommendations, we suggest you
view the report at the web site, www.ifac.org.
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About This Book

Despite the commonality of subjects in the AAA study, the content of AIS courses
continues to vary widely from school to school. Some schools, for example, use their
AlS courses to teach accounting students how to use computers. In other colleges
and universitics, the course focuses on business processes and data modeling. Yet
other courses emphasize transaction processing and accounting as a communication
system, and have little to do with the technical aspects of how underlying account-
ing data are processed or stored.

Given the variety of objectives for this AIS course and the different ways that in-
structors teach it, we have developed a textbook that attempts to cover only the core
concepts of AlS. In writing the text, we have only assumed that students will have
completed basic courses in financial and managerial accounting as well as a basic
knowledge of computer hardware and software concepts. The text is designed for a
one-semester course in AIS and may be used at the community college, baccalaure-
ate, or graduate level.

Qur hope is that individual instructors will use this bock as a foundation for an
AIS course, building around it to meet their individual course objectives. Thus we
fully expect that many instructors will supplement this textbook with other books,
cases, software, or readings. The arrangement of the chapters permits flexibility in
the instructor’s subject matter coverage. Certain chapters may be omitted if students
have covered specific topics in prior courses.

Part One introduces students to the subject of AIS. In the first chapter, we lay the
basic foundation for the remainder of the text and set the stage for students to think
about accounting in the information age. This chapter also includes a section on ca-
reers in AIS so that students can understand career paths that combine accounting
with the study of information systems. Although we have integrated Internet tech-
nology throughout this book, its influence on accounting information systems is so
great that we have devoted a special chapter to it. Thus, Chapter 2 discusses Internet
technology and the World Wide Web, and also discusses special technology issues for
accountants such as XBRL. Finally, Chapter 3 is about systems documentation, a mat-
ter of critical importance to the success of an AlS and also to one’s understanding of
an information system. This chapter describes the various tools that accountants can
use to document AIS for their own and others’ understanding of information flows.

Part Two explains how AlSs collect, record, and store business data. Chapters 4
and 5 cover business processes. Instructors who focus on transaction cycles in their
AIS courses may choose to use supplemental pedagogical tools, such as software and
practice sets, to cover this material in more depth. In addition to providing an
overview of the basic transaction processing cycles in Chapters 4 and 5, Chapter 5
explains to students that many organizations have unique AIS needs. This is, we be-
lieve, an important idea, as accounting students frequently think of an organization’s
AIS needs as generic and are unfamiliar with the special information requirements of
a vertical market organizations. Chapter 6 is new to this edition of the book. In it, we
discuss accounting and enterprise software. Finally, in this edition of our textbook,
we have expanded our coverage of databases and data modeling to two chapters—
an enhancement that responds to increasing instructor interest in teaching the REA
approach to data modeling.

An important function of accountants working with AISs is to develop effective
internal control systems. Although the subject of internal control appears repeatedly
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throughout the book, Part Three examines this subject in depth. A unique chapter
here is Chapter 11, which focuses on computer crime, security, and ethics in the in-
formation age. Chapter 12 covers the important topic of information systems audit-
ing. We have tried to present the material in Part Three so that it will be useful to stu-
dents who study AIS prior to taking an auditing course, as well as to students who
study auditing before AIS.

Part Four of this book examines systems studies through an in-depth coverage of
performing one for an organization. Recognizing that some students in current AIS
courses may have taken a prior course in management information systems (MIS)
and thus are already familiar with systems development ‘topics, thé emphasis in
Chapters 13,14, and 15 is on the accountant’s role in designing, developing, imple-
menting, and maintaining a system. Thus, these chapters integrate many of the com-
puter and accounting concepts of previous chapters in Part Four's discussion of sys-
tems study.

Special Features

This edition of our book uses a large number of special features to enhance the cov-
erage of chapter material as well as help students understand chapter concepts.
Thus, each chapter begins with an outline and a list of learning objectives that em-
phasize the important subject matter of the chapter. This edition of the book also in-
cludes many real world Cases-in-Point, which are woven into the text material. Each
chapter also includes a more-detailed real-world case or concept in an end-of-chapter
AlS-at-Work feature.

Each chapter ends with 2 summary and a list of key terms, and also includes four
types of end-of-chapter exercises to help students understand the material and test
this understanding: discussion questions, problems, Internet exercises, and cases.
This wide variety of questions, problems, Internet exercises, and cases enables stu-
dents to examine many different aspects of each chapter’s subject matter and also
enables instructors to vary the exercises they use each semester. The end-of-chapter
materials also include a list of references, recommended readings, and web sites that
allow interested students to explore the chapter material in greater depth.

Thete are two major supplements to this textbook. One is an instructor’s manual
containing suggested answers to the end-of-chapter discussion questions, problems,
and cases. There is also a test bank of true-false and multiple-choice questions.

What's New in the Eighth Edition

This edition of our book includes significant changes from prior editions. These
include:

- Expanded and earlier coverage of electronic commerce and the Internet. We've
moved our Internet chapter to Section One and expanded our coverage of the
topic throughout the book.

« Detailed explanation of XBRL. XBRL promises to be a significant area of impor-
tance to financial reporting. As a result, we've included several pages describing it
in Chapter 2.
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* New chapter on accounting and enterprise software. There are many issues associ-

ated with accounting and enterprise software of concern to accountants, and
some schools even devote a separate course to enterprise systems. For this reason,
we have added a chapter on this topic in the current edition which should be of
interest to AIS instructors who currently use ERP software in their AIS class or
wish to teach students how to select such software.

Expanded coverage of data modeling and databases. This edition dedicates two
chapters to these topics. The new material includes detailed discussions and illus-
trations of the REA approach to data modeling, as well as expanded coverage of
data warehouses and data mining.

Updated materials on computer crime. This edition’ s’chapter incorporates the lat-
est developments to discuss this fascinating, fast-moving topic. Like the other
chapters in this book, the emphasis is on those issues most directly impacting ac-
counting systems.
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PART ONE

AN INTRODUCTION TO ACCOUNTING
INFORMATION SYSTEMS

CHAPTER 1
Accounting Information Systems and the Accountant

CHAPTER 2
Electronic Commerce and The Internet

CHAPTER 3
Documenting Accounting Information Systems

Part One introduces the subject of accounting information systems (AISs). It defines
accounting’s principal goal, which is to communicate relevant information to indi-
viduals and organizations. Part One further describes the strong influence of infor-
mation technology on this communication process.

Chapter 1 defines information systems and then introduces the subject of AlS in
the information age. This chapter examines the impact of information technology
on financial accounting, managerial accounting, auditing, and taxation. Information
technology’s impact on electronic commerce within the environment of the Inter-
net is also briefly discussed. Finally, Chapter 1 describes a number of career oppor-
tunities in AISs.

The Internet and electronic commerce impact AISs in many ways. As an increasing
number of business organizations engage in electronic commerce, it becomes impor-
tant for accountants to understand the fundamentals of doing business electronically.
Chapter 2 describes the hardware and software technology that underlies the Internet
and electronic commerce, including a special language for financial reporting. The
chapter also discusses intranets and extranets as well as general categories of elec-
tronic commerce, such as retail sales. Finally, the chapter describes the special privacy
and security issues for business enterprises engaged in electronic commerce.

The documentation of an AIS is critical. It allows management, auditors, systems ana-
lysts, and other users to understand the basic processes and functions of the system.
Chapter 3 describes various techniques for documenting AlSs. These techniques in-
clude document and system flowcharts, data flow diagrams, and computer-assisted
software engineering (CASE) tools.






Chapter 1

Accounting Information Systems
and the Accountant

INTRODUCTION

WHAT ARE ACCOUNTING INFORMATION
SYSTEMS?

The Information Age

An Information System

Accounting Information Systems and Their Role
in Organizations

ACCOUNTING IN THE INFORMATION AGE
Financial Accounting

Managerial Accounting

Auditing

Taxation

CAREERS IN ACCOUNTING INFORMATION
SYSTEMS

Systems Consulting

Information Systems Auditing and Secuyrity

AIS AT WORK—THE CPA VISION PROJECT
SUMMARY

KEY TERMS YOU SHOULD KNOW
DISCUSSION QUESTIONS

PROBLEMS

INTERNET EXERCISES

CASE ANALYSES

The Annual Report

Hoden’s Hamburger Corporation
Universal Concrete Products
Ross, Seils, and Young, LLP

REFERENCES, RECOMMENDED READINGS,
AND WEB SITES

After reading this chapter, you will:

1.

Know how our economy has changed
through the agricultural age, the industrial
age, and the information age.

. Be able to define systems, information sys-

tems, and accounting information systems.

. Have learned how information technology

influences all aspects of accounting.

. Understand how financial reporting is

changing in the information age.

. Appreciate how information technology is

allowing management accountants to
adopt new costing systems and perfor-
mance measures.

. Know about the expanded role of auditing
- into a variety of assurance services.

. Understand the impact of the Internet and

electronic commerce on accounting infor-
mation systems.

. Be aware of career opportunities for those

who study and work with accounting infor-
mation systems.



4 PARTONE / AnIntroduction to Accounting Information Systems

The American Institute of Certified Public Accountants (AICPA) bas projected that
two of the top technology issues facing the accounting profession during the first
several years of the 21st century are (1) Information security and controls within
information systems, and (2) Electronic commerce.

Issie Rabinovitch,“The Top Ten Tech Issues
for 2001, CPA Magazine, January-February
2001, p. 2.

INTRODUCTION

The accounting function is critical in the successful operation of today’s businesses.
This function provides individuals and groups both inside and outside a company
with relevant information for planning, decision making, and control. We will begin
this chapter by discussing the information age. We will then define information sys-
tems and describe the role of AISs in organizations. In our book, we take the view
that an AIS is the dominant organizational information subsystem. This approach con-
siders AISs to be much more than bookkeeping or transaction processing systems.
We hope to help you understand that AISs provide opportunities for accountants to
build systems that can provide a variety of decision makers with the information
they need for optimal planning, decision making, and control.

As you probably know, information technology is changing the way we do just
about everything. Just a few years ago, the authors never imagined that people could
someday purchase a copy of our book from a giant “virtual” bookstore on the Internet.
The explosion in electronic commerce is just one example of the many ways informa-
tion technology is influencing how people do business and how we account for busi-
ness events. In fact, going back to the quote at the beginning of this chapter, electronic
commerce as well as information security and controls within information systems are
two of the top technology issues that the accounting profession must address in the
current century. Both of these technology issues are addressed in this book. The pre-
sent chapter describes the ways that information technology is affecting financial ac-
counting, managerial accounting, auditing, and taxation. In addition, Chapter 1 briefly
looks at the impact of electronic commerce and the environment on AlSs.

Students taking courses in AlSs often wonder if there are special career opportuni-
ties combining the study of accounting with computer science and information sys-
tems. The answer is that almost endless employment opportunities await such gradu-
ates. Accounting employers are very interested in hiring students who have
emphasized information systems in their study of accounting. This means that the tra-
ditional jobs in accounting are available to those who study AlSs in addition to other
career opportunities that you may never have considered. The last part of this chapter
describes a number of special job opportunities for those with an interest in AISs.

WHAT ARE ACCOUNTING INFORMATION SYSTEMS?

Information technology is the hardware and software used in computerized
information systems and has had as much impact on our society as the industrial
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revolution. In the information age, fewer workers are making products, and a
large segment of the employee population is involved in producing, analyzing, and
distributing information. Information systems play a vital role in our economy and
our everyday lives. An accounting information system is a special type of informa-
tion system that provides information about business processes and events affect-
ing an organization.

The Information Age

In the information age, companies are finding that success or failure is increasingly
dependent on their management and use of information. A characteristic of the infor-
mation age is the employment of much of the labor force as knowledge workers.
These workers are producing and using information and knowledge. Accountants
are knowledge workers, as are information systems employees and consultants.

The information age has implications for accounting. Accountants have always
been in the information business, for their role is to communicate accurate and rele-
vant information to parties interested in knowing how organizations are performing.
Information technology has influenced the accounting profession, and how and
what we communicate, in many ways. The impact of information technology as it re-
lates to financial accounting, managerial accounting, auditing, and taxation will be
discussed in detail later in this chapter.

An important contributor to the information age is the Internet. It is a global
collection of tens of thousands of interconnected business, government, military, and
education networks that communicate with each other. The number of Internet
users is increasing daily. The wide variety of computers employed on the Internet is
able to send, receive, and view information. Among the many services available on
the Internet are electronic mail, entertainment, discussion forums, education, access
to a wide variety of databases, news, software downloads, stock quotes, and elec-
tronic commerce (which refers to conducting business with computers and data
communications). A unique aspect of this book is that each chapter contains Inter-
net exercises that expose students to the important role of the Internet in our cur-
rent information age. Many of the chapters talk about different aspects of the Inter-
net that apply to accounting information systems. In fact, Chapter 2 focuses entirely
on the subject of electronic commerce and the Internet.

An Information System

People typically think of computers when they hear the term information system,
but an information system need not be a computerized system. Many times cach day
we see examples of information systems that do not rely on computers. For exam-
ple, you witness an information system at work when you go to a movie, purchase a
ticket, and then present the ticket to an usher who tears off a stub. Of course, a com-
puter may issue the ticket and scan the stubs to update the information system. But
an information system exists, with or without a computer.

An information system is part of an overall system. A System is an entity consist-
ing of interacting parts or components that attempt to achieve one or more goals. An
entity is a separate unit of accountability. This book emphasizes the business en-
tity, such as partnerships and corporations. Subsystems are system components. For



